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Chapter I 
INTRODUCTION 
The question, "Should I invest in a growth electric utility or 
a stable city electric company?' might well be asked by any common stock 
investor today. The inquiry presupposes the prospective investor knows 
the reason for his interest in electric public utilities; and whether he 
is interested in income, capital appreciation, or a combination of each. 
It also recognizes that all electric utilities do not treat the investor 
equally. Before an intelligent answer can be given to the question, how-
ever, the prospective investor must in turn be asked: 
1. 1_,Jhat is meant by the terms "growth electric utility11 and 
"city electric company?" 
2. \r.Jhy are you interested in electric public utilities? 
3. Are you interested as a personal investor, as a private 
trustee, as an ~ent for an investment fund, or as a 
representative of a trust institution? 
4. Are your primary investment objectives rapid capital ap-
preciation, high income, or a combination of the two? 
The answers to these supplementary questions would enable a 
security analyst to specifically advise a prospective investor in the 
selection of the proper company. However, by way of background and in-
traduction, this thesis will briefly explore the overall attractiveness 
and advantages of electric utility common stocks. Factors appealing to 
investors interested in stable income as well as rapid capital apprecia-
tion will be examined. The major portion of the thesis will be devoted 
to a detailed historical study of the financial statistics and invest-
ment performances of two composite electric utilities representing "growth 
electric utilities" and stable "city electric companies." The study 
covers the period 1946 through 1954. Its purpose is to determine the 
f actors responsible for the varying performances of the two groups with 
respect to provision of income and capital appreciation. 
Before proceeding further, definitions of "growth electric 
utility" and "city electric utility" are necessary. If asked to define 
the above terms, different investors might well give a wide variety of 
answers based on population changes, kilowatt-hour sales, revenues, net 
income, or per share earnings, to name only a few. Although it is cer-
tainly possible to have some population change without an appreciable 
change in kilowatt-hour consumption, revenues, and earnings, it appears 
that population trends are the fUndamental cause of major changes in the 
above items. For this reason definitions based on population trends 
have been chosen as follows: 
1. "Growth electric utilities" serve territories within which 
the population growth was faster than the national average 
during the period 1946 to 1954. 
2. "City e.Lectric utilities" serve territories within which the 
population increase during the 1946 to 1954 period approxi-
mated or was less than the national average. 
Although all electric utilities fall within one of the above 
groups to some extent, the representative companies were chosen with a 
view toward maximizing the differences between the two groups and at 
the same time including only major electric utility companies. The name 
"city electric utility'' was adopted to denote stable electric companies 
serving areas of average or less than average population growth for the 
simple reason that the companies most typical of this type serve the 
large eastern metropolitan cities. 
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1'Why are you interested in electric utility corrunon stocks?" 
was the second question asked our prospective investor. This question 
implies the reasons for investing in electric utilities rather than in 
industrial or railroad stocks. Some investors undoubtedly desire 
electric utility stocks because of the steady income, others because 
of expected earnings and dividend increases, and still others because 
of capital appreciation. However, are not these the reasons investors 
like certain industrial and railroad stocks? vJhat additional features 
make electric utility stocks particularly attractive to certain invest-
ors? The primary reason seems to be the ability of these stocks to 
resist a decline in security prices, per share earnings, and dividends 
during periods of depression and recession as illustrated in the follow-
ing table. 
It is noteworthy that the electric utility stocks show increas-
ing ability to resist stock price declines. The improving performance 
can be partially traced to a change in the basic nature of companies 
comprising the averages. The Public Utility Act of 1935 required the 
divestment by pubLic utility holding companies of all properties which 
could not be physically integrated in contiguous territory. It was the 
stocks of these highly leveraged holding companies which caused the 
major fluctuations in the stock price averages. As these holding com-
panies were dissolved they were dropped from the averages and replaced 
by less highly leveraged operating electric utilities. The substitut~n 
of the more stable operating companies improved the market price per-
formance of the electric utility averages, relative to industrial and 
railroad stocks. 
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TABLE I 
Comparative Action.£!: Prices, Earnings, and Dividends 
During Periods ~ Depressio~ and Recession 
Jan. 1953- Jan. 
1929-32 1937-38 1948-49 Sept . 1953 Nov. 
Price Action-Per Cent Decline, high to low during period 
425 Industrials (S&P) 
25 Railroads (S&P ) 
24 Electric 
Utilities (M) 
86.3% 53.6% 21.8% 
75. 5/o 70.3% 34.5% 
70. 3% 55.6% +3.6% 
~ Share Earnings 
Per Cent Decline 
15. 9% 
22.2% 
3.1% 
125 Industrials (M) 100.5%* 19.!~% 6.1% +8.1% 
25 Railroads (M) 101.2%* 265.0%~ 40.4% +10.3% 
24 Electric 
Utili ties (M) 54.5% 3l.i% +6.3% +8.8% 
21.2% 
40.2% 
10.6% 
19.8i 
36.6% 
+4.4% 
1956-
1957 
*Percentage figures . greater than 100% indicate earnings deficits in the 
latter periods. 
Dividends 
Per Cent Decline 
125 Industrials (M) 55.0% 37.1% +14.8% .2% +2.5% 
25 Railroads (M) 76.8% 30.5% +17.0% +7.8% 2.9% 
24 Electric 
Utilities (M) 2. 9% 13.8% +3.8% +7 .2% +7.9% 
The letter following category indicates the source of material as follows: 
(M)--Moodys Investors Service, Price, Earnings and Dividend Indexes 
(S&P)--Standard & Poors Stock Price Indexes 
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The current high level of the stock market coupled with the 
outlook for at least a temporary interruption in the rate of increase 
of industrial production is leading many investors to look with favor 
t oday upon electric utilities as a hedge against declining industrial 
and railroad stock prices. 
The ability of electric utilities to resist earning and divi-
dend declines is predicated on many factors, the most significant be-
ing: 
1 . The increasing demand for electrical energy. 
2. The low cost of electricity relative to the total cost of 
running a business or a home would make electricity one 
of the last necessities to be curtailed. 
3. Any reduction in kilowatt-hour consumption takes place in 
the least prof itable units due to the step structure of 
electric rates. 
4. Rates are reduced less during periods of recession or de-
pression than are the costs of materials and labor. 
The foregoing emphasis on the ability of electric utilities to 
resist the effects of recessions, depressions, and stock market jitters 
is not intended to detract from the more positive qualities of these 
stocks, namely their ability to increase earnings, dividends, and market 
prices. The Federal Power Commission and Edison Electric Institute have 
reported that during the decade 1944 to 1954 total electric revenues 
increased 134 per cent, net income 127 per cent, and dividends 133 per 
cent. Moody's Index oi' the market prices of' 24 electric utility common 
stocks over the same period increased 135 per cent. The demands for 
electrical energy as projected in Appendices A and B suggest that future 
per share earnings, dividend increases, and price appreciation may at 
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least approach the record since 1944. 
The increases enumerated above occurred fairly evenly over the 
period rather than by spurts during one or two years. For example, the 
average annual range of common stock prices was 13.7 per .cent during the 
period 1945 to 1954. Limited fluctuations of this type do not normally 
attract the stock market speculator desirous of a "quick killing" nor 
are they generally considered to be a "business man's risk" investment. 
In order to attract either of the aforementioned types of investors, the 
market prices of stocks should vary widely over a period of less than two 
years. 
The appeal of electric utility stocks may also be based upon a 
high yield on the original investment or upon the stable income which 
they af ford when held for extended periods of time. Whatever the reason, 
the appeal is generaily the same whether the investor is an individual, a 
private trustee, a corporate trustee, or an investment manager supervis-
ing an income fund. 
A high yield on the investment and a degree of dividend stabil-
ity are essential for people dependent on dividends as a sole or major 
source of income. These people are usually those who are retired, widowed, 
or infirm. The financial affairs of this type of individual. are often 
managed by private or corporate trustees. In so doing the trustee often 
has a dual responsibility; first, to the income beneficiary under the 
trust; and, second, to the remainderman. In many cases a trust is set up 
by the husband to provide income for his wife should he die. In such a 
case, maintenance of income for the widow is clearly the first considera-
tion, and preservation or increase in principal secondary. Electric 
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utility stocks are generally able to provide this income and preserve 
capital. 
Electric utility stocks also deserve a place in the portfolio 
of the long-term investor interested in capital appreciation. Although 
they may not appreciate as rapidly as selected industrial stocks, they 
provide price stability to offset the more speculative section of the 
portfolio. This stability is desirable during periods of declining 
industrial security prices to calm the apprehensions of the normal in-
vestor, and possibly prevent him from selling out at the bottom of a 
decline. 
For stable income and preservation or capital many electric 
utilities, whether they be "growth" or "city companies," are a satis-
factory investment. However, during inflationary periods stable income 
will not enable a person to maintain his standard of living. Increasing 
income is needed. Similarly, if the value of a security remains static, 
inflation will erode its value in terms or the goods and services for 
which it can be exchanged. In order to maintain one's real income (dol-
lar income adjusted for inflation) and real value of o-vmership during 
times of inflation, both income and security values must increase at 
least as fast as inflation erodes the value of the dollar. It is not 
the i ntent o1· the common stock investor merely to keep up with inf lation. 
He anticipates increasing his real income and the real value of his 
security holdings. 
The original question, "Should I invest in a growth electric 
utility or stable city electric company?" implicitly recognizes that all 
electric utilities do not perform in the same manner either with respect 
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to increasing dividends or capital appreciation. In this thesis the op-
erating results and investment performances of the two composite compan-
ies will be reviewed in an attempt to determine the factors responsible 
for the varying investment results. Operating results will be examined 
through an analysis of the income statements and balance sheets of the 
composite companies during the period 1945 through 1954. The discussion 
of the investment performance will be based on a theoretical investment 
of $7,000 in each composite company on January 1, 1946 and will include 
discussion of dividend payments, capital appreciation and yield on in-
vestment over the subsequent decade. In the concluding chapter there 
will be presented a further analysis of those operational factors which 
appear to be most directly responsible for the varying investment perform-
ances of the two composite companies. These selected fundamental factors 
will then be related to three operating electric utilities having market-
able securities in order to demonstrate to a prospective investor the use 
of these factors in selection of an electric utility common stock._ 
While it is certainly true that a study of history gives no as-
surance companies will perform similarly in the future, it is believed 
that only through such an historical review can those internal and exter-
nal factors be determined which have enabled some electric utility com-
panies to increase their earnings and dividends more rapidly than 
others. Once the reasons for past successes have been determined it 
seems reasonable, assu~ng there will be no radical change in the charac-
ter of the industry, to expect companies whose external and internal 
characteristics resemble those of the successful companies to register 
superior investment results in the future. 
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In order to make more meaningful the subsequent analysis of 
the financial statements of electric utility companies, there will be 
presented in Chapters III and IV discussions of the general nature of 
the e.lectric utility industry and of the regulation of electric utili-
ties by the state commissions. 
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Chapter II 
GROWTH COI"'PANY AND CITY COHPANY 
Selection of Representative Companies 
The first consideration given in the selection of growth and 
city companies was the extent to which they conform to the definitions 
enumerated in Chapter I. In addition, major companies having wide geo-
graphical distribution were selected in order to reduce influencing 
factors of a Local nature, such as the labor climate. The incLusion 
or weLl known companies with readily marketable securities has also 
insured availability of timely financiaL and security price informa-
tion. 
To preclude the necessity o1· comparing a sizable number of 
companies representative or the growth and city groups, two companies 
whose characteristics are typical o1· each group have been created. One 
will be called "Growth Company, 11 and the other 11 City Company. 11 The 
formation or these fictitious companies will have the additional ad-
vantage of obscuring the idiosyncrasies of individual companies. This 
seems desirable since the purpose of this thesis is not to discover an 
individual company v.rhich vdll excel the performance of all others, but 
rather to determine the fundamental factors which have enabled the 
companies of one group to surpass those of the other with respect to 
capital appreciation and maintenance of high income. 
Having considered the def initions and objectives outline above, 
the following companies 1o~ere selected as representative of growth com-
panies and city companies. 
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Growth Companies: 
City Companies: 
American Gas and Electric Company 
Central and South ~Test Corporation 
Florida Power and Light Company 
Houston Lighting and Power Company 
Southern California Edison Company 
Virginia Electric and Power Company 
Baltimore Gas and Electric Company 
Boston Edison Company 
Cleveland Electric Illuminating Company 
Commonwealth Edison Company 
Consolidated Edison Company 
Detroit Edison Company 
Philadelphia Electric Company 
The conformity of the companies chosen to the definitions is 
shown in Table II. Table III on the succeeding page reflects the effects 
of populati on growth on total electric customers and kilowatt-hour sales. 
Statistical Computation of "Growth Company" and "City Company" 
The companies called "Growth Company" and "City Company" were 
created by a compilation of the figures of the companies in the growth 
group and city group respectively. The creation of the income statements 
for each year involved the follot~ng steps: 
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TABLE II 
Population Served ~ Growth and City Companies 
Per Cent 
City Company 1946 1954 Increase 
Baltimore Gas and Electric Co . 1,400,000 1,625,000 16.2% 
Boston Edison Co. 1,382,021 1,445,000 4.6 
Cleveland. Electric Illuminating Co. 1,341,000 1,465,000 23.8 
Commonwealt h Edison Co. 5,ooo,ooo 6,100,000 22.0 
Consolidated Edi son Co. 7,500,000 8,700,000 16.0 
Detroit Edi son Co. 2, 9L~l,8oo 3,850,000 27.4 
Philadelphia Electric Co. 2,726,300 3,500,000 28.4 
Average City Company 19.8% 
Growth Company 
American Gas and Electric Co. 3,774,000 4,775,000 26.6% 
Central and SouthWest Corp. 1,850,000 2,520,000 36.2 
Florida Power and Light Co. 548,000 950,000 73.3 
Houston Lighting and Power Co. 885,000 1,225,000 38.h 
Southern California Edison Co. 2,275,000 3,665,000 61.2 
Virginia Electric and Power Co. 1,690,000 2,550,000 50.9 
Average Growth Company 47 .8t 
Total United States Population 132,481,000 161,183,000 21. 8 
Source: Public Utility Trend Analysis, New York Institutional Utility 
Service, 1955, 1947. 
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TABLE III 
Total Electric Customers and Kilowatt-Hour Sales of Grolvth and City 
Companies 
Total Electric D{B Sales 
Customers (000,000) 
Cit;y Companies 1954 % incr. 1946 1954 % incr. 1946 
Baltimore Gas & Electric Co. 470,215 36 3,680 
Boston Edison Co. 451,981 16 3,215 
Cleveland Electric 
Illuminatin~?. Co. 484,602 34 5,307 
Commonwealth Edison Co. -1:- 565,769 76 15,597 
Consolidated Edison Co. 2,754,167 9 13,007 
Detroit Edison Co. 1,114,432 38 9,526 
Philadelphi a Electric Co. 1,066,435 29 9,356 
CITY C0~1PANY--Average 34 
Growth Companies 
American Gas & Electric Co. 1,312,957 55 16,562 
Central & South West Corp. 713,147 64 5,213 
Florida Power & Light Co. 463,671 119 2,603 
Houston Light & Power Co. 385,762 77 4,638 
Southern California Edison Co. 1,190,052 76 9,513 
Virginia Electric & Power Co. 627,898 64 4,448 
GROWTH COMPilNY--Average 76 
Electric Utility 51,235,000 42 409,500 
Industry--Average 
*Not strictly comparable due to acquisition of neighboring electric 
systems. 
51 
9 
75 
88 
48 
105 
_M 
60 
118 
185 
230 
208 
78 
113 
159 
80 
Source: Public Utility Trend Analysis, New York Institutional Utility 
1955, 1947. --
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1. Determination of the per cent each item in the income 
statement bore to gross revenues for each company. 
2. Averaging the percentages determined in Step I for 
each item. 
3. Averaging the gross electric revenues for growth com-
panies and city companies. 
4. Computation of each item in the income statement for 
"Growth Company" and "City Company" by multiplying the 
percentage determined in Step II by the average of the 
gross revenues for the city, and growth companies re-
spectively as determined in Step III. 
Example: Determination of Depreciation for"City Company"for the year 
1954: 
Step I: Determination of the per cent of gross revenues 
allocated to depreciation for each of the city companies. 
Gross Revenues Depreciation 
($000) 
Baltimore Gas & Electric Co. 106,990 
Boston Edison Co. 85,570 
Cleveland Electric Illuminating C'..o. 93,067 
Commonwealth Edison Co. 309,502 
Consolidated Edison Co. 473,661 
Detroit Edison Co. 195,884 
Philadelphia Electric Co. 196,389 
($000) 
8,238 
8,151 
10,359 
31,899 
43,348 
16,230 
20,031 
( % ) 
7.7 
9.5 
11.2 
10.3 
9.1 
8.3 
10.2 
01.3 
Step II: Averaging of the per cents determined in Step I 
61.3 + 7 = 8.85% 
Step III: Averaging Gross Electric Revenues for City 
Companies. 
14 
City Companies Gross Electric Revenues ($000) 
Baltimore Gas and Electric Co. 
Boston Edison Co. 
Cleveland Electric Illuminating Co. 
Connnonweal th Edison Co. 
Consolidated Edison Co. 
Detroit Edison Co. 
Philadelphia Electric Co. 
Average= $1,300,200,000 = $185,734,000 
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Step IV: 
Step II X Step III = Step I V 
$ 75,875 
85,570 
93,067 
309,502 
375,997 
195,884 
164,305 $a, 300, 2oo 
8.85% X $185,734,000"" $16,437,000 
$16, 4.37,000 is the depreciation for City Company for 1954· 
The figures of companies whose gas operations contributed more 
than 10 per cent of total operating revenues were adjusted by reducing 
the income statement items by the percentages gas revenues bore to the 
total revenues.# Errors resulting because no adjustments were made for 
gas operations of less than 10 per cent are only to the extent that gas 
operat ions affect the particular i ncome statement item to a greater or 
lesser degree than the percentage effect of gas operations on gross 
revenues. These errors are further reduced when the various items are 
averaged and become of such small magnitude as to be insignificant. 
The following adjustments were made: 
# Example: Baltimore Gas and Electric Company. Gross electric 
revenues of $106, 990,000 were reduced to the extent of the gas 
revenues of $31,115,000 or 29.1%. All other items in the income 
account were also reduced by 29.1%. 
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City Companies 
Baltimore Gas & Electric Company 
Consolidated Edison Company of New York 
Philadelphia Electric Company 
Amount of Adjustment 
(Per Cent of Operating Revenues 
Applicable to Gas Operations) 
29.1% 
15.4% 
14.3% 
Complete balance sheets of Growth Company and City Company 
were not created because many of the items thereon would not be of par-
ticular value in determining which class of electric utility would be a 
superior common stock investment. The balance sheet items considered 
fall under the broad categories of capitalization and plant. 
The balance sheet items of companies supplying gas services 
have been adjusted to eliminate these operations wherever possible. All 
applicable items were reduced in the proportion which the net gas plant 
bore to the total net plant in 1954. These adjustments resulted in bal-
ance sheet items which, while not exact, closely approximate the true 
figures. The process of averaging with other companies not requiring 
adjustments further reduces error • . The companies for which adjustments 
were made (companies having more than 10 per cent of gross revenues from 
gas operations in 1954) with the amount of the adjustments are indicated 
as follows: 
City Companies 
Baltimore Gas & Electric Company 
Consolidated Edison Company of New York 
Philadelphia Electric Company 
Amount of Adjustment 
(Per Cent of Net Gas Plant to 
- --Total Net Plant) 
23.5% 
13.6% 
10.9% 
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Chapter III 
THE NATURE OF THE ELECTRIC UTILITY INDUSTRY 
Before discussing in detail the income statements and balance 
sheets of Growth Company and City Company, a few general observations 
on the nature of the industry seem in order. In size, it is a giant, 
with probably more dollars invested than in any other single type of 
corporate enterprise. Geographically, its plant and distribution lines 
penetrate practi cally every square mile of populated United States 
territory. In demand, its product is so vddely used today that it has 
become a necessity in the American way of life. 
Despite the importance of these quantitative factors, however, 
it is only in conjunction 1v.ith certain qualitative measures that the 
industry becomes of such importance to the investor. These are: 
1. Uniqueness of product. 
2. Non-competitive position. 
3. Record of, and prospects for growth. 
4. Demonstrated ability to withstand extreme fluctuation 
in the business cycle. 
5. Uniform accounting. 
A thorough discussion of each of the above items would require 
a separate volume. For purposes of this thesis an abbreviated discuss-
ion of the more important aspects would seem to be adequate. 
Uniqueness of Product 
To say that electricity is unique is an understatement. No 
other product is as convenient a source of heat, light,and power. 
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Although we do not know exactly what it is, an understanding of its 
laws enables us to use electricity to perform a myriad of tasks incap-
able of being performed with other sources of energy with such efficien-
cy and convenience. While other fuels provide similar services, only in 
limited areas do they constitute primary competition. The prospect of 
an atomic energy source promises not to displace electricity as a source 
of heat, light, and power, but rather to strengthen the position of elec-
tricity by eliminating the dependence of the electric utilities on con-
ventional sources of fuel supply. 
Non-Competitive Operation 
The lack of competition among electric utilities is even more 
marked than the relative uniqueness of their product. Throughout the 
country these companies operate under franchise, providing for the most 
part, exclusive markets in given geographical areas. The economic waste-
fulness of competition in an industry requiring such a huge capital in-
vestment in local plant (transmission lines, conduits, meters, etc.) is 
obvious. It is true, however, that in certain areas municipalities with 
electric power and light systems, and the Federal Government, do compete 
with private companies in the same area. 
The issue of public power competition with private electric 
utilities is very much alive and a matter of great concern to the indus-
try. The aggressiveness with which the public power interests push to 
expand their territories appears to depend on which political party is 
in power in Washington. As a group the prices of utility stocks may 
well fluctuate quite widely in response to changes in the political 
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outlook. These price fluctuations will reflect changes in the multiples 
investors are willing to assign earnings (investor confidence) rather 
than earnings trends of the companies. Since this thesis is concerned 
with basic values rather than investor confidence, the subject will be 
dropped at this point. In all fairness to public power interests, it 
must be said that at the present time the private companies which suffer 
from severe competition with public power are the exception rather than 
the rule. 
Offsetting the benefits of freedom from general competition, 
however, is the fact that nearly every company in the industry is sub-
ject to state regulation and control. If the company's business is in-
terstate, involves the use of water from navigable waterways, and in 
certain other instances, it is also subject to regulation by the Federal 
Power Co~mission. Occasionally, in addition, a political subdivision 
may also regulate the local utility· company's operation. 
The dominant factor determining the regulatory approach of 
these authorities is the "public interest." Although it is in the "pub-
lic interest" to lower utility charges, the public interest would not be 
served by a deterioration of service. Regulation is discussed further 
in the following chapter. 
Record of and Prospects for Growth 
In the post-war years sales of electrical energy have consist-
ently set new annual highs, with 1954 sales being more than double those 
of 1945. Cver the longer period the record is equally impressive. 
Since 1926 the line of growth has been continually upward with three 
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exceptions. The exceptions 1r1.ere 1929 to 1932, a decline of l5.h%; 
1937 to 1938, a drop of 5.7%; and 1944 to 1946, the war-peace conver-
sion period, a drop of 3.7%. Energy sales in 1954 were over seven times 
those of 1926. 
Thi s growth trend 1rrhich will be discussed and projected more 
fully in Appendix A is evident in all the major classi fi cations of elec-
trical usage. Out standing in expa_TJ.sion is the residenti al classifi cation 
(1954 sales of ld.lowatt-hours were nearly f ive times those of 1940 and 
nearly 10 times of those of 1930). 
The table below reflects the electric utility industry's earn-
ings performance during the years 1929 to 1933 and 19L~3 to 1945 in com-
parison with those of other industrial groups. 
TABLE IV 
Corporate Net Income and Business Cycle Fluctuations 
Net Income-l~ ($000,000) 
All Corporations (a) 
Eanufacutring 
Corporations (a) 
~~olesale & Retail 
Corporations (a) 
Flectric Utility 
Corporations (b) 
1929 1932 
9-;-62E -3,0i7 
4, 848 -1,296 
759 - 724 
760 707 
% decline 
1929-32 1943 
131.0 24,"554 
137.0 14,231 
191.0 3,128 
7.5 1,192 
-l~-Before income t axes 
Sources: (a) Department of Commerce 
(b) Edison Electric Institute 
1945 
lF,9"77 
9,933 
3, L.2o 
1,197 
% decline 
1943-45 
22.7 
43 .2 
+ 9.3 
+ .4 
It will be noted from the preceding table that while wholesale 
20 
and retail corporations slightly outperformed electric utility companies 
during the 1943 to 1945 recession, they were far more seriously aff ected 
by the severe depression of the 1930's. The electric utility companies 
outperformed the averages for all corporations and for manufacturing 
corporations by wide margins during 1929 to 1932 and 1943 to 1945. 
hfi th the electric utility industry currently paying out in divi-
dends about 74% of net income, it is clear a depression of the severity 
of either 1937 to 1938 or 1946 to 1947 should not restrict common divi-
dends or interest charges. 
Uniform Accounting 
In 1936 the Federal Power Co~ission prescribed a system of 
accounting for electric utilities known as the Uniform System of Accounts. 
Since that date, virtually all state r egulatory commissions have adopted 
this system, with minor modifications. As a result, the industry now 
discloses its financial condition in a practically uniform fashion. 
This permits not only an exact understanding of a company's accounts, 
but also confidence in statistical matter comparing its figures with 
those of other electric public utilities. 
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Chapter IV 
ELECTRIC UTILITY REGULATION 
Nature of the Regulatory Problem 
The central theme of public utility regulation is sixnply to 
best serve the "public interest . 11 Hare specifically, the problem of 
regulab_on is that of assuring to ultimate consruners the best possible 
service at the lowest reasonable cost. It is real ly two distinct, though 
related problems: 11 (1) requiring that adequate service of acceptable 
standard be furnished, and (2) seeing to it that the charges for service 
are reasonable. n-r~ 
liJ'hy, it might be asked, ·would it not be i n the 11public inter-
est" to rely upon competition to control prices and quality of service 
as 1r1e do in most industries? The answer lies in the economic wasteful-
ness of competition i n an industry requiring such a huge investment in 
local plant . Competition by· two utilities to supply the same consumer 
woul d result ~ily i n duplication of high cost facil ities and possibl e 
price cutting t o obtain a vohune of business sufficient to pay the high 
fixed costs. In the absence of lugh voltune operations one company wi ght, 
of necessity, cut expenditures f or such things as maintenance and depre-
ciation with a resulting deterioration of ser\Qce. Poor service even at 
low rates is not, in :the public i nterest. The answer to the problem in 
the United States is the . granting of a monopol y to a company to serve the 
customers in a specific area . In many instances the franchise granting 
the exclusive right to serve a particular area is predicated upon 
~t-4, P • 4.5 • 
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continuing satisfactory service. In return for the exclusive right to 
serve an area the utility must agree to various types of regulations. 
Authority !££ Regu1ation 
Regulation of public utility rates and service in the United 
States is essentially an exercise of legislative power. In the beginning 
state legislatures had the exclusive power to regulate. However, as 
utility systems expanded across state boundaries federal regulat9ry power 
was legislated to control those sections of the industry escaping state 
regulation. The basic federal regulatory law llinits itself .specifically 
to those segments of regulation which do not fall under state jurisdic-
tion.# 
Constitutional provisions in certain states place restraints 
upon grants of powers to public service commissioners by the legisla-
tures. In actdition, all statutes involving the constitutional rights of 
the individual are subject to court review. Aside fr~1 such restrictions, 
however, the broad outlines of regulatory policy are laid down in state 
and .federal statutes. Although formulated under similar broad outlines, 
the specific policies laid down ~nthin the various states differ con-
siderably with respect to the extent and the power to enforce regula-
tion. 
Areas of State Regulation 
Before enumerating specifically the extent of electric utility 
regulation, it should be noted that commission authority may vary not 
only ~nth the language of the statutes of the several states but also, 
#Federal Power Act 
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to some degree, with the interpr etation of the laws by the commissions 
and by the courts. Broadly, however, the areas of electric utility regu-
lation may be classified as follows: 
1. Regulation of Rates. 
2. Regulation of Service Standards and Extensions. 
3. Regulation of Accounting Procedures and Report Forms. 
4. Regulation of Licenses and Permits. 
s. E.nanci al and Corporate Regulation. 
Each of the above areas of regulation will be examined with 
respect to the effect of such regulation on "Growth Company" and "City 
Company.u Because of the f ictitious nature of the above companies, it 
. 1vill be necessary to examine the regulatory atmosphere of each state 
within which the companies composing "Growth Company" and 11Ci t y Companyu 
operate in a major degree. 
Regulati on of ~ 
Rate regulation cannot be analyzed as a single topic, but must 
be broken down into its component parts which include; firstly, the deter-
mination of a rate base; and secondly, the determination of the rate of 
r eturn to be allowed upon the rate base. Each of the above topi cs will 
be di scussed in some detail in this chapter; firstly, i n a general way to 
acquaint the reader with the problem, the terms, and the alternatives; 
and secondly, .as applied t o ''Grov1th Company11 and "City Company." 
Rate Base Determination 
Before discussing methods of rate base determination in de-
tail, the necessity of establishing a rate base should be discussed. If 
electric utility regulation is to accomplish its avowed purpose of assur-
ing the ultimate consumer of best possible serVice at the lowest possible 
cost, there must be a norm or standard common to all electric utilities 
upon which to determine prices charged the consumer. Because the courts 
have protected utility property from confiscation resulting from unrea-
sonably low rates, under the Fifth and Fourteenth Amendments to the Con-
stitution, the amount of property used to supply the service is logically 
the foundation upon which to base rates to the ultimate consumer. It is 
then the f~nction of public utility regulatory bodies to prescribe rates 
·· to the consumer which will allow the utility to earn a fair and reason-
able return on its investment used and useful in supplying the service. 
The determination of the value of a utilities investment in 
plant and equipment at any specific time must be subdivided into two 
parts: first, the determination of the value of the property as if it 
were new; and second, a downward adjustment of this value because of age, 
wear, and improved technology. Each of these subjects will be discussed 
more fully in the succeeding sections. 
Property Valuation 
In general, state regulatory comrnissions today establish the 
j 
value of electric utility property on one of the following bases: 
a. Original Cost ~ pru~ent investment represents the actual 
cost. of the plant when first dedicated to service. 
b. Reproduction Cost is represented by . the cost of repro-
ducing a comparable utility plant at existing price levels. 
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c. ~ value is a figure which i s arrived at after 1-veigh-
ing all elements, including original cost and reproduc-
tion cost. 
Original Cost 
The original cost of capital goods has been considered as a 
measure of property value form many years by business men both in and 
out of the utility field . Except in the utility field, however, it 
has received little consideration as a determinant of the actual value 
of the enterprise or of earnings because capital goods have real value 
only to the extent of their capacity to produce profits. However, the 
necessity of determining a base upon which the regulatory commissions 
can assign rates has given rise to the use of original cost as a measure 
of the value of utility property. · 
The "Original Cost 11 concept is challenged by people who contend 
that many of the true original records have been lost or changed by the 
use of different accounting theori es through the years. The fun~amental 
original cost approach has no less than seven variations. 
In spite of the criticisms and variations, it must be admitted 
that: 11I t has the authenticity of recorded fact; it has a reality that 
rests on concrete money expenditures, and in that sense it is a value 
based on the actual cost of material property. 11* The popularity of the 
original cost method of valuing utility plant stems from the fact that 
actual dollar figures are available or can be computed which t he commis-
sions can use i n presenting their cases before the courts. Having fig-
ures vlhich can be upheld before the courts reduces the time and effort 
~~2,p. 323. 
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which need be spent on a case py the commission. The expediency of pro-
cessing rat~matters with undermanned staffs seems to have been a ~actor 
favoring the adoption of the original cost method of property valuation. 
State commissions today favor original cost in thirty-two out of forty-
nine jurisdictions according to a recent survey by the Federal Power 
Commission.* 
Reproduction ~ 
The "Reproduction Cost11 theory of utility plant valuation 
leaves more to conjecture than the original cost theory. However, 
because it results in higher property values during periods of infla-
tion, it is favored by the utilities during such periods. The theory 
assumes the plant to have been brought into existence at the present 
time and paid for at the prevailing prices. As in the case of the origi-
nal cost, the theory has several variations. 
The variation most commonly considered, approved by the Supreme 
Court in the Smyth v. Ames decision, is the reproduction of identical 
property minus the amount of depreciation estimate~ to have occurred 
since the property was originally installed. The reproduction of identi-
cal property makes no allowance for partially obsolete property nor have 
the conditions under which the property is to be produced ever been de-
fined.- Such items as the time allowed for construetion, construction 
methods to be used, and the use of modern machinery for construction 
would greatly affect the cost of reproduction. 
Not only must the cost of producing each item be estimated, but 
the remaining life of each item must be ascertained to determine the 
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allowable depreciation. These two estimates must then be combined. 
From a practical point of view such computations are beyond the capa-
bilities of most commissions as presently constituted. 
Fair Value 
The 11Fair Value" concept is not, strictly speaking, a method 
of valuation as are original cost and reproduction cost. It is a term 
used to define the value which the commission thinks the property should 
have so that when a rate of return is applied to it, the company's pro-
perty will not be confiscated because of too low rates nor will the 
consumer be overly charged for service. In essence, fair value is what 
the c ommissions and the courts choose to make it in order to obtain the 
desired earnings. 
The fair value approach to utility property valuation points 
more toward the economic valuationapproach of non-regulated industries 
than either of the other methods described. The Supreme Court expressed 
this very concisely: "Value depends upon use and is measured, or ~t 
least significantly indicated, by the pr6fitableness of pre~ent and pro-
spective service rendered at rates that are just and reasonable as be-
tweep· the owner of and those served by the property."* In pracljjice, 
however, the commissions seem to have found in many instances that fair 
value lies about half way behmen original ~ost and reproduction cost. 
In recent years the trend away from the original cost theory 
has gained momentum. Utility companies . have argued and have been sus-
tained by the courts in some instances that they are penalized during a 
period df rising prices when property value determination is made 
-l(-4, P• 99. 
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exclusively on the basis or original cost without allowance for inflated 
plant costs. As a result, an increasing number of regulatory commissions 
now follow a 11fair value" approach in property valuation. Conunissions in 
at least seventeen states* are currently giving some recognition to "fair 
value," although interpretation of what constitutes fair value varies 
vddely among the different states. Even among states continuing to use 
an original cost valuation approximately one-half give some recogni ti·on 
to the problems faced by utility companies during periods of rising 
co_sts. .Among the modifications used to offset' the attrition of earnings 
caused by inflation and to provide funds for expansion and r eplacement 
of property or to compensate for the time lag required to secure rate 
relief are: 
a. The use of an "end of period11 property valuation instead of 
11average plant in service" during the test period. 
b. A future test period or projected plant account (adjustment 
of both plant value and operating results ahead to the time 
when the new rates would become effective.) 
The present discussion has been concerned entirely vrith the 
first phase of rate base determination, namely, the various methods used 
in assigning to the property a value which it would have if it vlere new. 
Obviously the property is not new,and .- down-ward adjustments must be 
made vlhich will result in a realistic value for the property. Such an 
adjustment is the depreciation allowance. 
Depreciation 
VJ.r. \'vebster defines depreciation in general terms as "a 
-~23, p. 6. 
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decrease in value." Producers 1 capital goods give up part of their value 
to the goods they produce. Since the property of the business is dedi-
cated primarily to producing a profit, the value lost by _the producing 
goods should be reflected in such profit. If no adjustments are made 
the apparent profit is overstated by the amount by ~vhich the permanent 
property has decline in useful value.# 
The fact of physical deterioration is recognized by everyone 
concerned. The difficulty and confusion arise when the accountant and 
businessman seek to evaluate this physical deterioration. A great dis-
cussion in recent years has concerned the relative merits of original 
historical cost depreciation (accounting depreciation) and replacement 
cost depreciation. (economic depreciation). 
Accounting depreciation is the gradual writing-off of the his-
torical cost of the fixed property (excluding land) of a business over 
successive income periods (usually one year). No reference is made in 
accounting depreciation to the causes which bring about depreciation, 
nor is reference made to replacement of depreciated property or changing 
price levels. Under this method the accountant looks backward toward 
historical cost, not forward toward replacement costs. As the name im-
plies, this is the type of depreciation to which most accountants sub-
scribe. 
Economic depreciation is a charge· against income of a single 
#U.S. vs Ludey, 274 U.S. 295 at 301 (1927) Justice Brandeis: "The 
theory underlying this allowance for depreciation is that, by using 
up the plant, a gradual sale i s made of it. The depreciation charge 
is the measure of the cost of the plant which has been sold." 
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accounting period to recover the decline in the value of the physical 
property from all causes. This concept of depreciation is based on the 
assumption that a company must replace each piece of physical property 
by new equipment equal at least in efficiency to that of any of its com-
petitors. Under tm.s concept, i f the depreciation of an old machine has 
been calculated correctly, a fund will have been built up which vdll 
enable the company to replace the old macm.ne >vi th a machine equal in 
efficiency to the most modern equipment used by any of its competitors. 
Economic depreciation looks to the future. It is concerned, not with 
historical costs, but with future expenditures. Economic depreciation 
is more connnonly the interpreta.tion of engineers and businessmen than 
of accountants. 
Public utility companies have been participants in most of the 
judicial cases involving the legality and interpretation of depreciation 
by the courts because of the part depreciation plays in the determina-
tion of the rate base. Much of the confusion as to proper depreciation 
accounti ng has stemmed from changing court interpretations. In 1944, 
the Hope Natural Gas case,# reversing a 1930 decision, stated definitely 
that depreciation was to be based on cost. Cost depreciation is now ac-
cepted as the proper accounting method by the Interstate Commerce Com-
mission, the Treasury Department, the Securities and Exchange Commission, 
and the American Institute of Accountants. 
If, as some people think, some provision should be made in rate 
making deliberations for the replacement of property which has become 
#Federal Power Commission v. Hope Natural Gas Company, 320 U. S. 591 
(1944) 
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outdated by new and more efficie~t property or which is more costly due 
to inflation, then such provision should be stated separately as an in-
elusion for obsolescence and not lumped into the depreciation charge. 
Such a procedure would prevent the carry-over into tax considerations 
of charges for depreciation which aneapparently based on reproduction. 
Rate Base Determination ~ Applied to Growth Company and City Company 
The varying rate bases and corrrr,~ission attitudes toward regu-
lation make a precise statistical rate base comparison of Growth Company 
and City Company .impossible. It is felt, however, that a non-statis-
tical comparison of the type of rate base and depreciation generally 
allowed would be both illustrative and indicative of treatment the com-
panies and their stockholders might receive. Only states served in a 
major degree by the selected companies are included in the following 
comparison. 
Inspection of the succeeding table leads one to believe that 
the commissions in the 11city company" states have, on the average, adopt-
ed a more liberal attitude with respect to the determination of rate 
bases because of the smaller number of states prescribing original cost 
r 
as the method of rate base determination. This, however, need not be 
the case. 
Neither the method of determining a rate base nor the actual 
value so determined give conclusive evidence as the favorable or un-
favorable treatment of a company by the .commission. A high base may be 
coupled with a low rate of return. Both items must be considered together. 
A further discussion of this problem is presented under 11Rate of Return 
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TABLE V 
Method of Rate ·~ Determination Generally Applied 
(Statements reflect method given weight or preference as a 
standard of measuring fair value and is not necessarily the method 
universally applied without consideration of other factors that may 
modify the final determination). 
Method generally 
Commission 
allows rapi d 
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State 
applied with 
allowances and 
adjustments f or 
related factors 
Treatment of 
depreciation in 
determining rate 
base. 
depreciation· actg. 
methods 
of 
Operation 
CITY CONPANIES: 
Illinois 
Maryland 
Hassachusetts 
Michigan 
New York 
Ohio 
Pennsylvania 
GROo;..ITH COMPANIES : 
California 
Florida 
Indiana 
Ohio 
Oklahoma 
Texas2 
Virginia 
West Virginia 
fair value 
fair value 
fair value 
original cost 
original cost 
lreproduction 
cost 
lfair value 
original cost 
original cost 
fair value 
lreproduction 
cost 
original cost 
original cost 
original cost 
l. Prescribed by statute. 
Accrued depreciation, 
per books, deducted. 
tt II II 
II II II 
upon 
application* 
usually Yes 
II # 
It # 
Accrued depreciation, deter- Yes 
mined by various methods, deducted 
Accrued depreciated, usually # 
per books, deducted. 
Observed depreciation, or No 
reserve deducted.l 
No method prescribed No 
Accrued depreciation, usually # 
per books, deducted. 
II II II II Yes 
Accrued depreciation, determin- Yes 
ed by various methods, deducted. 
Observed depreciation, or No 
reserve deducted.l 
Accrued depreciation, usually Yes 
per books, deducted. 
Accrued depreciation, usually Yes 
per books, deducted. 
II II II II Yes 
2. No electric utility regulation. 
~~- Rapid depreciation methods allowed under Internal Revenue 
Code of 1954. 
# Commi ssion has not yet ruled on rapid depreciation. 
Source: Federal Power Commission, State Commission Jurisdiction and 
Regulation of Electric and Gas Utilities, \fashington 25, D.C., 
Federal Power Commission, June 1954. 
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Determination. 11 
An indication of a commission's attitude is i t s ruling on 
"rapid depreciation" allowances as prescribed in the Internal Revenue 
Code of 1954. Under the new Federal Tax Code, companies may elect one 
of several new methods of depreciation which reduce tax payments over 
the early years of the life of the property and increase them over 
later years. The advantage to a company of electing rapid depreciation 
lies in the immediate availability of cash for construction or other cor-
porate purposes as the result of lower taxes paid the Federal Government 
during the early years of the new property. Although many state commis-
si ons have not yet indicated whether they will allow rapid depreciation 
or not, the growth company states have acted more promptly in giving 
companies this tax relief. Of the eight growth company states, six have 
indicated they favor rapid depreciation whereas only two city company states 
have given approval. 
Rate of Return Determination 
The rate of return allowed by the comrnissions on the computed 
rate base has not historically caused nearly as much controversy between 
the electric utility companies and the regulatory commissions as has the 
determination of the rate base itself. Over long periods of time the 
return has f ol lowed maj or interest rate trends, but in recent years of 
low interest rates, the rate of return has centered around 6 per cent, 
'~th a range of 5.5 per cent to 6.5 per cent, according to a 1954 
Federal Power Commission survey.~~ 
-)~5 ' p. 6. 
Because the commissions of the various states have different 
methods of rate base determination, prescribe different depreciation 
methods and rates, have different ideas on the proper amounts for work-
ing capital allowances, and a multitude of other variations, rates of 
return granted by the commissions are not strictly comparable. For ex-
ample: Assume Company A and Company B each have a depreciated net plant 
valued at $10 million. However, the commission having jurisdiction over 
Company A allows a 10 per cent increase in the valuation of depreciated 
net plant as an inflation allowance. The additional 10 per cent gives 
Company A a rate base of 11 million dollars. In this case, a rate of 
5 .~.6 per cent allowed by Company A 1 s commission would be equal to a rate 
of 6 per cent allowed Company B. In each case, operating income 1vould 
amount to $600,000. A comparison of the rate of return alone, h01r1ever, 
would lead to the erroneous conclusion that Company B1 s commission is 
more liberal. 
To compare the rates of return allowed by the different states, 
the net operating income as a percentage of the total capita~ization has 
been computed. It is possible to use such a fi gure to compare rates of 
return for two reasons: 
1. In a soundly f inanced and well-managed company, total capital-
ization approximates the net plant figure. 
2. Regardless of the methods used, the end result of a commission's 
deliberations in rate cases is to determine rates which will 
allow the company to earn through the operation of its plant an 
amount suf ficient to enable it to continue satisfactory service. 
In other words, the commission must allow suf ficient net 
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operating income to cover fixed charges plus an adequate return 
to stockholders. 
TABLE VI 
Electric Utility Rates of Return~ Capitalization 
(Net Operating Income After Income Taxes as a Per8ent of Capitalization) 
City Companies 
Baltimore Gas & Electric C~ 7.95 5.95 5.28 5.60 5.93 5.38 5.40 5.11 5.51 
Boston Edison Co. 4.81 5.05 4.75 5.11 5.20 5.10 4.97 4.86 5.08 
Cleveland Electric 
Illuminating Co. 
Commonwealth Edison Co. 
Consolidated Edison Co. 
Detroit Edison Co. 
Philadelphia Electric Co. 
Average of City Companies 
Growth Companies 
5.70 5.09 5.45 5.93 5.90 5.78 5.70 5.98 5.79 
5.10 5.12 4.40 4.80 4.60 4.07 4.36 4.49 4.78 
4.68 4.64 4.45 4.24 4.52 4.25 4.64 4. 81 4.90 
5.51 5.41 4.24 5.07 5.80 4.70 4.70 4.96 5.30 
5.84 5.95 5.90 6.41 6.78 6.14 6.09 5.79 5.75 
5.65 5.31 4.92 5.31 5.53 5.06 5.12 5.14 5.30 
American Gas & Electric Co. 6.26 6.16 6.00 6.13 6.04 5.76 5.64 5.59 5.33 
Central and Sot~J. West Corp. NA 7.56 7.14 6.99 6.60 6.12 6.54 6.53 6.69 
Florida Power & Light Co. 7.62 6.48 6.70 6.66 6.79 6.36 6.89 6.73 6.72 
Houston Power & Lighting Co. 7.30 8.24 7.31 7.30 7.34 6.79 6.96 7.74 7.95 
Southern Calif. Edison Co. 4.85 4.44 3.74 5.21 4.97 4.61 5.53 4.61 4.90 
Virginia Elec. & Power Co. 7.26 7.15 5.57 6.17 6.15 5.51 5.42 5.52 5.85 
Average Growth Companies 6.64 6.66 6.07 6.41 6.60 5.85 6.16 6.12 6.23 
The foregoing table indicates that on the average, growth com-
panies are allo~red to earn a considerably higher rate of return on their 
capitalization than are the city companies. Over the nine year period 
the rate of return allowed Growth Company averaged 15.8 per cent higher. 
Source: Computed from company reports. 
The higher rate of return allowed Growth Company states appears 
to be due to a realization by the corrunissions that if sufficient capital 
is to be attracted to carry out the vitally necessary expansion programs, 
investors must be well treated. It is a well known axiom of finance that 
money flows t o where it is best treated. In addition, the attitude of 
the consumers in a rapi dly expanding area where jobs are plentiful and 
wages high is more likely to be less critical of utili t y profits. 
RegUlati on of Service Standards and Extensions 
All state cormnissions with power to regulate rates have the 
power to establish safety and service standards, and to require line 
extensions in service areas. A majority of the cormnissions report that 
they also have power to authorize or require inter-connections and 
related use of facilities by pri~ately owned electric utilities. 
The rapid technological progress of our society can create 
serious difficulties if service standards remain static and are not 
adapted to changing methods and situations. As in the case of rate 
regulation, state commissions must not be restricted by statutory pro-
visi ons prescribing service standards and extensions, but must have the 
freedom and must take the initiative in requiring standards which are 
consistent vTith technological and sociological progress. 
Commission power to regulate the service standards in the vari-
ous states served by City Company and Growth Company is nearly identical. 
Slight differences occurring under commission authority to require inter-
connections are too small to have an effect on a c~mpany 1 s earnings. 
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Regylation of Accounting Procedures and Report Forms 
All state commissions having the power to regulate rates have 
the poVJer to prescribe a uniform system of accounts, to designate records 
to be kept , and to order specific entries and adjustments in the accounts 
of pr;i_vately mmed electric utilities. Although the systems of accounts 
and annual report forms are, in most instances, consistent in all import-
ant respects they are frequently modified in detail to adjust to the 
local situation. · 
With regard to the type of accounting system prescribed, there 
is little difference between the Gnowth Company and the City Company 
states. 
Commission rules for the preservation of r .ecords were of con-
siderable importance in preventing unethical utility practices during 
the era when the companies ·vrere resisting regulation. The advent of a 
moderate amount of utility and commission cooperation has reduced the 
need for such rules. As far as earning power is concerned they are of 
little consequence. 
Regulation .£f. Licenses and Permits 
~he areas within which electric utilities are allowed to oper-
ate are generally controlled by certificates of convenience and necessity 
issued by the state regulatory commission having jurisdiction. Munici-
palities and other local authorities may also require franchises and 
permits, particularly if there is no state regulation. The com<·nissions 
in some states also have the pouer to control development of hydro-
electric projects, the export of electricity, and the allocation of 
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unincorporated territory among utilities. A study of the regulatory 
atmosphere in the areas served by Growth Company and City Company with 
respect to licenses and permits reveals no differences vlhich might 
ef fect the earning power of the companies. 
Financial and Corporate Regulation 
A majority of the state commissions have the power to regulate 
' 
changes i n corporate structure, security transactions, and to require 
competitive bidding on security issues and major property additions. 
Although approval by a commission does not attest to the 
quality of a new security issue, regulation has tended to upgrade such 
issues because each one must meet standards set up by the comrnission. 
The most noticeable difference in regulation between Growth 
Company and City Company is the power of commissions to require competi-
tive bidding on security issues. Commissions in the Grovrth Company 
states seem less apt to require such competitive bidding. 
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Chapter V 
INCOME STATEMENT ANALYSIS OF GROWTH COMPANY AND CITY COMPANY 
The four tables presented on the following pages indicate the 
operating results of Growth Company and City Company during the period 
19h6 through 1954, expressed both in dollar amounts and as percentages 
of total revenues. Following the tables are a number of sections com-
paring Growth Company and City Company with respect to the items compris-
ing the income statements. 
The tables were constructed in the manner described in Chapter 
II. 
Gross Electric Revenues 
Rising operating revenues of electric utilities can be traced 
to t wo fundamental factors: 1) higher rates per kilowatt-hour and, 2) 
additional kilowatt-hour sales. Greater kilowatt-hour sales result, in 
turn, f rom either more customers and/or expanded usage per customer. 
Since the companies comprising Growth and City Company were chosen on 
the basis of population growth, it is axiomatic that the increase in 
the number of customers served by Growth Company exceeds that of City 
Company, as the following table indicates. 
Growth Company's rate of residential customer growth has exceed-
ed twice that of City Company and increases in commercial-industrial cus-
tomers has been nearly twice as fast. In addition, the average annual 
residential usage of Growth Company has increased considerably faster 
than that of City Company. 
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TABLE VII 
Growth Company Income Statement 
($000,000) 
% I ncrease 
1946 1947 1948 1949 19.50 19.51 19.52 19.53 19.54 1946-19.54 
Electric Operating Revenue 50.4 .58 • .5 68.1 72.2 79 • .5 91.1 99.7 109.3 118.6 135.0 
Direct Operating Expense 18.6 23.4 28.9 28.2 31.6 34.9 36 • .5 40.7 41.8 12.5.0 
Naintenance 3.9 .5.3 6. 14 7.2 7.0 7 • .5 7.6 8.1 9.0 131.0 
Depreciation 4.8 .5.3 5.8 6.6 7.7 8.7 9.7 10.7 12.1 1_52.0 
Taxes 9.9 10.2 11.6 13.3 16.1 22.1 24.1 26.0 28.2 18.5.0 
Total Operating Expense 37.2 44.2 w.-7 ~ "62.Ii '73.2 77.9 ~ 91.1 I"4'4.0 
Net Operating Income 13.2 14.3 1.5.4 16.9 17.1 17.9 21.8 23. 8 27 • .5 108.0 
Non Operating Income 0 dl 0 dl dl 1 0 0 0 
Total Income 13.2 14.2 1.5.4 16.8 17.0 18.0 21.8 23.8 27 • .5 108.0 
Interest and Amortization 37.0 4.0 4.6 4.9 .5.1 .5.6 6.0 6.7 7.2 94.5 
Net Income 9.5 10.2 10.8 11.9 11.9 12.4 1.5.8 17.1 20.3 104.0 
Preferred Dividends 1.9 2.0 2.3 2.2 2 • .5 2.6 2.7 2.8 3.2 68.4 
Net I ncome Available f or Common 7.6 8.2 8 • .5 9.7 9.4 ' 9.1-+ 13.1 14.3 17.1 12.5.0 
Common Dividends 3.3 4.0 4.6 .5.5 7.2 7.4 8.3 9.5 10.8 227.0 
Balance for Surplus 4.3 4.2 3.9 4.2 2.2 2.4 4. 8 4.8 6.3 46 • .5 
Source: Comput ed f rom company reports 
TABLE VIII 
Growth Company Income Statement in Percentages 
Each Item as a Perr Cant of Total Operating Revenues. 
1946 1947 1948 1949 19~0 19~1 19~2 19~3 19~4 
Total Operating Revenues 1000 1000 1000 1000 1000 1000 1000 1000 1000 
Direct Operating Expense 368 399 424 392 398 383 366 372 352 
Maintenance 78 90 94 100 88 82 76 74 76 
Depreciation 95 90 85 91 97 96 97 98 102 
Taxes 197 17~ 171 184 202 242 242 238 238 
Total Operating Expense 73E ~ m 767 ~ 803 78I 782 7bE 
Net Operating Income 262 246 226 233 215 197 219 218 232 
Non Operating Income 0 d2 0 d2 d2 3 dl 0 0 
Total Income 262 244 226 231 213 194 218 218 232 
Interest and amortization 74 68 67 68 64 61 60 61 61 
Net Income 188 176 159 163 149 133 158 157 171 
Preferred Dividend 38 34 34 31 31 29 27 26 27 
Net Income Available Common 150 142 125 132 108 104 131 131 144 
Common Dividends 66 68 69 76 90 81 83 87 91 
Balance for Surplus 84 74 56 56 18 23 48 44 ~3 
Source: Computed from company reports 
+="' 
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TABLE I X 
City Company Income Statement 
($000,000) 
% Increase 
1946 1947 1948 1949 1950 1951 1952 1953 1954 1946-1954 
Electric Operating Revenues 109. 8 121.3 134. 5 137.9 150.5 160.6 171.0 183.8 185.7 69.1 
Direct Operating Expense 5L3 60.4 70.6 68.3 71.9 76.0 80.9 86.4 82.6 61.0 
Naintenance 8.1 9~9 11.2 11.3 11.7 12.7 13.7 14.9 14.9 84.0 
Depreciation 10.5 10.8 1L2 12.0 13.1 14.1 14.8 16.2 16.3 55.2 
Taxes 19 ~7 20.1 21.7 24.0 29.0 33.4 35.1 37.7 39.9 103.0 
Total Operating Expense '8'9:"b 1'01."2 114.7 lE:'b 18':7 136.2 1I'i'4.'5' 1'55.2 1~ 71."5' 
Net Oper ating Income 20.2 20.1 19.8 22.3 24. 8 24.1+ 26.5 28.6 32.0 58.4 
Non Operating Income dl 4 dl 3 3 5 2 
Total Income 20.1 20.1 20.2 22.2 25.1 24.7 27.0 28.6 32.2 60.2 
Interest and amortization 4.8 4.7 5.1 5.1 5.7 6.4 6.7 6.8 8.0 66.7 
Net Income 15.3 15.L~ 15.1 17.1 19.4 18.3 20.3 21.8 24.2 58.1 
Pref erred Dividends 2. 6 2.9 3.0 2.9 2.9 2.2 2.6 2.7 2 .L~ 8.3 
Net Income Availabl e f or Common 12.7 12.5 12.1 14.2 16.5 16.1 17. 7 19.1 21. 8 71. 6 
Common Dividends 10.2 10.2 10.4 10.1 12.2 13.0 13.9 15.3 16.2 68.9 
Balance f or Surplus 2.5 2.3 1.7 4.1 4 .• 3 3.1 3.8 3.8 5.6 124.0 
Source: Computed f rom company reports 
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TABLE X 
City Company Income Statement in Percenta~es 
Each Item~ P~ Cent of Total Oper~ting Revenues 
1946 1947 1948 1949 1950 1951 1952 1953 1954 
Total Operating Revenues 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 
Direct Operating Expense 46.7 49.7 52.5 49.5 47.8 47.3 47.3 47.0 44.5 
Maintenance 7.4 8.2 8.3 8.2 7.8 7.9 8.o 8.1 8.0 
Depreciation 9.6 8.9 8.3 8.7 8.7 8.8 8.7 8.8 8.8 
Taxes 17.9 16.6 16.1 17.4 19.3 20.8 20.5 20.5 21.5 
Total Operating Expense "81.6 '83.4 ~ "83."8 '8"3.'b "8Ii:"8 "B'43 '84.4 "82."B 
Net Operating Income 18.h 16.6 14.8 16.2 16.h 15.2 15.5 15.6 17.2 
Non Operating Income dl .3 dl .2 .2 .3 .1 
Total Income 18.3 16.6 15~1 16.1 16.6 15.4 15.8 15.6 17.3 
Interest and amortization h.4 3.9 3.8 3.7 3.8 4.0 3.9 3.7 h.3 
Net Income 13.9 12.7 11.3 12~4 12.8 ll.h 11.9 11.9 13.0 
Preferred Dividends 2.4 2.4 2.2 2.1 1.9 1.4 1.5 1.5 1.3 
Net Income Available for Common 11.5 10.3 9.1 10.3 10.0 10.4 10.4 10.4 11.7 
Common Dividends 9.3 8.4 7.7 8.1 8.1 8.1 8.1 8.3 8.7 
Balance for Surplus 2.2 1.9 l.h 3.0 2.8 1.9 2.3 2.1 3.0 
Source: Computed from Company Reports +=-+=-
Growth Company City Comp~ 
Residential 
Per cent increase in number 
of customers 1946-1954 
Per cent increase in average 
annual usage l946-l95L. 
Commercial-Industrial 
Per cent increase in number of 
customers 1946-1954 
Per cent increase in kilowatt-hour 
sales 1946-1954# 
72 34 
88 77 
44 24 
147 81 
The emphasis on the rate of residential customer growth rather 
than commercial and industrial growth as a primary determinate of in-
creasing revenues is based on wide variation in revenues received from 
sale of a single kilowatt-hour of electricity to each of these custom-
ers. Industry statistics as determined by "Electrical World" for 1954, 
indicated residential customers paid an average of 2.59 cents per kilo-
watt-hour, commercial customers 2.52 cents, and industrial customers 
98 cents. Expressed as per cents, the price paid by residential custom-
ers averaged 107 per cent of that paid by commercial customers, and 255 
per cent of that by industrial users. Since the costs of power genera-
tion are the same regardless of the customer, higher transmission and 
distribution costs are the major additional costs of supplying resident-
ial customers. In 1953 these distribution costs amounted to 22.9 per 
cent of total operating expenses according to the Federal Power 
#The per cent increase in average annual Commercial-Industrial usage 
is not available. 
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Commission. Since there is some expense entailed in transmission and 
distribution to commercial and industrial customers, it is evident that 
residential sales are substantially more profitable. The foregoing is 
particularly true if increased residential sales are due to greater an-
nual kilowatt-hour usage. The additional increments of energy are 
transported over existing circuits at negligible added cost. 
The tables on the succeeding pages present several other inter-
esting comparisons of Growth and City Company relating to the sources 
of electric revenues. Although Growth Company's residential revenues 
increased nearly twice as fast as those of City Company during the period 
under consideration, charges per kilowatt-hour averaged 8~3 per cent 
lower and were 14 per cent lower during 1954. This anomaly can be ex-
plained by the fact that average annual residential usage of Growth Com-
pany increased 88 per cent during the 1946 to 1954 period as compared 
with 77 per cent for City Company. This increase in residential usage 
more than offsets the decreasing residential rates per kilowatt-hour 
with the result that Gror~h Company's average residential bill in 1954 
exceeded that of City Company. 
The greater increases in numbers of customers' (residential, 
commerciR4 and industrial) together with larger bills per customer re-
sulted in a 135 per cent increase in the operating revenues of Growth 
Company during the period 1946 to 1954, compared with only 69 per cent 
for City Company . 
Operating Expense 
Operating expense is the aggregate of the following expense 
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TABLE XI 
Residential Rates and Usage - Growth Compai,lY and City Company 
Growth Company City Company National Average 
Residential Residential Residential 
Average Average Average Average Average Average 
Annual Annual Annual Annual Annual Annual 
Cents Resident- Resident- Cents Resident- Resident- Cents Resident- Resident-
per ial ial per ial ial per ial ial 
K!NHR Usage Bill KltJHR Usage Bill J(ldHR Usage Bill 
- ¢- KWHR $. -¢- KWHR $ - ¢- KWHR $ 
1946 3.36 1343 45.20 3.58 1240 44.40 3.22 1329 42.79 
1947 3.22 1450 46.70 3.Lt.L 1332 45.90 3.09 1438 44.43 
1948 3.26 1557 50.70 3.44 1420 48.90 3.01 1563 47.05 
1949 3.14 1662 52.25 3.42 1492 51.10 2.95 1684 49.68 
1950 3.09 1744 53.90 3.37 1631 55.00 2.88 1830 52.70 
1951 3.01 1930 58.10 3.30 1780 58.80 2.81 2004 56.31 
1952 2.94 2097 61.60 3.24 1910 61.90 2.77 2169 6o.o8 
1953 2.86 2315 66.30 3.21 2033 65.30 2.74 2345 64.25 
195L. 2.80 2530 71.00 3.19 2165 69.20 2.69 2549 68.57 
* -17% +88% +57% -11% +77% +56% -20% +92% +60% 
-:~%Increase or 
Decrease since 1946 
Source: Public Utility Trend Analysis, New York I nstitutional Utility Service, 1955. ~ 
-..,) 
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TABLE XII 
Sources of Electric Revenues - Growth Company and City Company 
Growth ComEanl Cit;r Compa!5l 
% % % % cl % % % /0 
Resid- Commer- Indust- Other Resid- Commer- Indus- Other 
enUal cial trial ential cial trial 
1946 36.9 26.9 25.0 11.2 32.2 25.0 29.9 12.9 
1947 36.4 26.9 25.4 11.3 30.3 25.4 30.9 13.4 
1948 36.7 26. 8 25.1 11.~ 29.7 25.4 31.5 13.4 
1949 38.0 27.0 24.6 10.4 31.0 26.4 30.0 12.6 
1950 38.4 26.5 25.1 10.0 31.4 26.0 30.5 12.1 
1951 38. 8 25.5 25.7 10.0 32.0 26.6 30.0 11.4 
1952 39.0 25. 4 25.8 9.8 33.0 26. 8 29.6 10.6 
1953 40.1 25.1 25.4 9.4 33.1 26.5 29.8 10.6 
1954 41.3 25.2 24. L~ 9.1 34.5 26.9 28.4 10.2 
Source: Public Utility Trend Analysis, New· York I nstitutional Utility 
Service, 195fT 
49 
items: production, transmission and distribution, sales promotion, ac-
counting, and administrative. Unfortunately these various items are not 
broken down by the various utilities. However, industry statistics 
through 1953 are available and give an indication of a change in the rela-
tive importance of the above mentioned expenses (Table XIV). 
To make the subsecuent discussion of the changes in the various 
expense items on an industry wide basis more mea~ingful with respect to 
Growth and City Company, there is presented, herewith, a comparison of 
total operating expenses of the two companies. 
TABLE XIII 
Operating Expenses Growth Company and City Company 
Growth Com~any City Company 
As of As% of 
Operating Gross Operating Gross 
Year Expense Revenues ense Revenues 
($000,000) % $000,000) ';o 
1954 41.8 35.2 82.6 44.5 
1953 40.7 37.2 86.4 47.0 
1952 36.5 36.6 80.9 47.3 
1951 34.9 38.3 76.0 47.3 
1950 31.6 39.8 71.9 47.8 
1949 28.2 39.2 68.3 49.5 
1948 28.9 42.4 70.6 52.5 
1947 23.1-1- 39.9 60.4 ~.9. 7 
1946 18.6 36.8 51.3 46.7 
Source: Computed from company reports. 
TABLE XIV 
Detail of Operating Expenses - Industry Statistics 
As per cent of operating expenses 
Transmission 
and Sales 
Year Production Distribution Accounting Promotion 
Administrative 
and 
General 
1953 
1952 
1951 
1950 
1949 
1948 
1947 
1946 
1940 
1936 
51.7 
51.8 
52.7 
51.4 
51.9 
55.1 
51.6 
48.0 
39. 8 
34.7 
22.9 
23.1 
22.6 
23.2 
23.1 
21.6 
22.8 
24.1 
27.6 
26.1 
7.1 
7.3 
7.1 
7.3 
7 .I+ 
6.9 
7.3 
7.3 
9.9 
11.2 
3.6 
3.6 
3.6 
3.7 
3.5 
3.3 
3.7 
3.9 
6.0 
7.8 
14.l.t. 
14.4 
14.1 
14.4 
14.1 
13.2 
14.4 
16.0 
17.6 
20.2 
Source: Electric Industry Statistics, 52nd Annual Report on the 
Electrical Industry. 
The above table indicates that prior to 1946 the utility indus-
try's expenses for transmission and distribution, accounting, sales pro-
motion, and administrative and general accounted for a considerably 
greater proportion of operating expenses than presently. Production ex-
penses, however, have increased considerably during the post ~vorld lvar II 
era. The high point of production expenses as a per cent of operating 
expenses (55.1 per cent) came in 1948, coincident with the zenith of 
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operating expenses as a per cent of gross revenues. Increasing wage and 
fuel costs seem to have been the primary cause. Since 1948, however, the 
major factors comprising production expenses have counterbalanced each 
other, resulting in a relatively stable production expense ration. Since 
1950, f uel costs on a nationwide basis have declined from 3.5 mills to 
3.0 mills per kilov.Jatt-hour generat ed. Stated. another way, the number of 
British Thermal Units required. to generate a kilowatt of electricity has 
declined from 14,030 in 1950 to 12,180 in 1954. During the same period, 
however, employees weekly wages have risen f rom $66.60 to $83.01. As a 
result, production costs as a per cent of operating expenses have remain-
ed at the 52 per cent level. 
The major difference between Growth Company's operating expenses 
as a per cent of gross revenues (35.2 per cent) and City Company's (44.5 
per cent) appears to be due to variations in fuel cost. Of secondary 
importance are the wage dif ferentials between rural and city areas. 
Although the fuel costs per kilowatt-hour are not generally avffil-
able f or individual companies, an idea of relative fuel costs between 
Grovnh Company and City Company can be obtained by matching the average 
fuel costs of the geographic areas as presented by 11Electrical 1'1lorld•r:, Jan-
uary 23, 1956 with the geographic areas served by the companies comprising 
Growth and City Company. Such a compilation yields Growth Company's 1954 
fuel cost as 2.5 mills per kilowatt-hour, compared with City Company's 
3.4 mills per kilowatt-hour. 
The primary reason for the difference in these fuel costs lies 
in the territory served by the companies. City Company is composed of 
companies serving large metropolitan areas located at considerable dis-
tances from a fuel supply. Transportation costs are, in such instances 
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a major portion of total fuel costs. Several of the companies compris-
ing Growth Company are located in areas of abundant, cheap fuel. Houston 
Light and Power Company and Central and South 1N8st Corporation are both in 
a position to make use of ample natural gas supplies within their operat-
ing territory. P~erican Gas and Electric Company has the advantage of 
having large coal deposits within its service area. 
Depreciation 
In absolute values, the amount of yearly depreciation shown on 
the income statements of Growth Company and City Company have risen along 
with the rise in gross revenues. However, as a per cent of operating 
revenues the yearly depreciation of City Company has remained relatively 
stable in recent years at about 8.8 per cent, whereas Growth Company's 
depreciation has shown an increase from the 8.5 per cent level in 1948 to 
10.2 per cent in 1954 (Table XV). 
Yearly depreciation as a per cent of gross plant has been con-
sistently lower in the case of Growth Company, averaging .15 percentage 
points lower since 1946. In recent years Growth Company's annual depreci-
ation as a per cent of gross plant has tended higher (2.30 per cent) than 
in the immediate post World War II era (2.20 per cent). City Company, on 
the other hand, has resumed its post war level of approximately 2.45 per 
cent. 
The depreciation reserve maintained by City Company, when viewed 
as a per cent of the gross plant, has remained since 1946 at the 22 per 
cent to 23 per cent level. On a similar basis, Growth Company's depreci-
ation reserve has declined steadily from 20.2 per cent in 1946 to 15.1 
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per cent in 1954. 
The factors mentioned above, namely; yearly depreciation as a 
per cent of gross revenues, yearly depreciation as a percent of gross 
plant, and depreciation reserve as a per cent of gross plant are a func-
tion of the plant account which has been growing much faster in the case 
of Growth Company. Growth Company's larger amount of recently construct-
ed plant has caused the average age of its plant to be considerably less 
than that of City Company. As a result, the depreciation reserve as a 
per cent of gross plant is lower for Growth Company even though there has 
been a greater increase in the yearly depreciation chaxge when considered 
either as a per cent of gross plant or as a per cent of operating revenu-
es. As long as Growth Company accelerates its expansion program, an ever 
vridening spread between the reserves for depreciation as a per cent of 
gross plant and a continuing upward trend of Growth Company's deprecia-
tion as a per cent of gross revenues can be expected. 
Maintenance 
Maintenance as a per cent of gross revenues is illustrated in 
Table XVI. 
Growth Con1pany 1 s maintenance expenses as a per cent of gross 
revenues have declined since the 1947-1949 period, whereas those of · City 
Company have remained at approximately the same level. This is due, in 
part, to the increasingly younger age of Growth Company's plants. If 
the percentage of gross revenues expended for maintenance (Table XVI)and 
depreciation (Table XV) are added together, it will be seen that since 
1946 Growth Company has spent a greater percentage of its revenue f or 
facilities to produce electricity. 
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TABLE XV 
Depreciation - Growth Company and City Company 
Grov1th Company City Company 
Depr. as Yearly Depr. Depr. Res. Depr. as Yearly Depr. Depr. Res. 
% Gross as % Gross as % Gross % Gross as % Gross as % Gross 
Year Revenues Plant Plant Revenues Plant Plant 
1954 10.2 2.29 15.1 8.8 2.43 22.5 
1953 9.8 2.26 15.7 8.8 2.31 22.1 
1952 8.7 2.30 16.1 8.7 2.34 22.2 
1951 9.6 2.30 16.6 8.8 2.39 22.5 
1950 9.7 2.23 16.5 8.7 2.36 22.4 
1949 9.1 2.11 16.9 8.7 2.32 22.6 
1948 8.5 2.12 18.2 8.3 2.32 23.3 
1947 9.0 2.22 19.4 8.9 2.42 23.9 
1946 9.5 2.20 20.2 9.6 2.47 23.4 
Source: Computed from company reports 
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TABLE XVI 
Haintenance - GrO'trth Company and City Company 
Growth ComEany City ComEany 
}1aintenance As % Gross Haintenance As % Gross 
Year ( ~~000 2 000) Revenues ($ooo2ooo) Revenues 
1954 9.0 7.6 14.9 8.o 
1953 8.1 7.4 14.9 8.1 
1952 7.6 7.6 13.7 8.0 
1951 7.5 8 .. 2 12.7 7.9 
1950 7.0 8. 8 11.7 7.8 
1949 7.2 10.0 11. 3 8.2 
1948 6.4 9.L~ 11.2 8.3 
1947 5.3 9.0 9.9 8.2 
1946 3.9 7.f3 8.1 7.4 
Source: Computed f rom company reports 
Taxes 
Income taxes and total taxes of Growth Company and City Company 
are compared in the following table. 
Two i terns should be noted from Table XVII: 
1. Since 1946 total taxes and income taxes of both City 
Company and Growth Company have been in an upward 
trend in absolute values and as a per cent of gross 
revenues. 
2. As a per cent of gross revenues Growth Company's 
total taxes and income taxes have been consistently 
higher than those of City Company. 
The reason f or the larger total tax payments per dollar of rev-
enue appears to be the r esult of higher taxes on income which in turn 
are directly related to the greffiErprofitability of Growth Company. High-
er profits are due partially to lower f uel, labor, and construction costs. 
The lower fuel and labor costs have already been discussed. 
Lower construction costs are possible because the warm, dry climate of 
much of the territory served by Growth Company makes possible the con-
struction of open air generating facilities. In addition the new plants 
may be more readily located in areas of low property values than can the 
new plants of City Company. 
Total Ooerating Expense 
Total Operating Expense is the aggregate of the previously mentioned 
expense items; namely, operating expense, maintenance, depreciation and 
taxes. While some members of the aggregate (as a per cent of gross 
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TABLE XVII 
Taxes - Growth Company and City Company 
Growth Company City Company 
Total Taxes Income Taxes Total Taxes Income Taxes 
:!~ Amount % Gross $ Amount % Total $ Amount % Gross $ Amount % Total 
Year (0002000) Revs. (OOOzOOO) Taxes (0002000 ) Revs. (000,000) Taxes 
1954 28.2 23.8 17.4 62 39.9 21.5 23.2 58 
1953 26.0 23.8 16.4 63 37.7 20.5 21.7 58 
1952 24.1 24.2 15.7 65 35.1 20.5 20.6 59 
1951 22.1 24.2 12.9 58 33.4 20 . 8 18.0 5!~ 
1950 16.1 20.2 9.3 58 29.0 19.3 14.7 51 
1949 13.3 18.4 6. 8 51 24.0 17.4 10.9 45 
1948 11.6 17.1 5.7 49 21.7 16.1 9.4 43 
1947 10.2 17.5 5.3 52 20.1 16.6 8. 5 42 
1946 9.9 19.7 5.8 59 19.7 17.9 9.2 47 
Source: Computed from company reports 
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revenues) have been rising, others have been declining. The results of 
the interaction of the various expense components on total operating 
expenses are shown below. 
TABLE XVIII 
Total Operating Expense - Growth Company and City Company 
Growth Compan_l City Company 
Total 0Eerating Expense Total OEerating Expense 
Amount % Gross Amount % Gross 
Year ( ~pOOO l 000) Revenues ( ~bOOzOOO) Revermes 
1954 91.1 76.8 153.7 82.8 
1953 85.5 78.2 155.2 84.4 
1952 77.9 78.1 144.5 84 .5 
1951 73.2 80.3 136.2 84 . 8 
1950 62.h 78.5 125.7 83.6 
1949 55.3 76.7 115.6 83.13 
1948 52 .7 77.4 114.7 85.2 
1947 44.2 75.4 101.2 83.4 
1946 37.2 73.8 89.6 81.6 
Source: Computed from company reports 
Although a trend is not well defined, it appears that total 
operating expenses as a per cent of gross revenues of both Growth Com-
pany and City Company reverse the upward trend in 1951. 
Two factors seem to be responsible for this change: 
l. Total taxes while still headed up>va.rd, both absolutely 
and as a per cent of gross revenues, have risen at the 
decreasing rate since 1951. 
2. Operating expenses as a per cent of gross revenues peaked 
during the 1947 to 1951 period. 
As a per cent of gross revenues, Growth Company's total operat-
ing expense has been consistently lower than City Company's. This is 
true despite higher taxes and depreciation--maintenance charges. These 
higher charges a.re more than offset by lo>-Ter operating expenses, particu-
larly lower fuel and labor costs. 
Net Operating Income 
Net operating income is computed by deducting total operating ex-
penses from operating revenues. ~Vhen expressed as a per cent of total 
operating revenues, net operating income is merely the numerical ,comple-
ment of operating expenses and therefore does not merit further discuss-
ion. 
Non-Operating Income 
Non-operating income includes interest and dividend income received 
from investments, income from non-utility operations, revenues from sink-
ing funds, etc. It may also include income from merchandising, jobbing 
and contract work if the regulatory commission having jurisdiction re-
quires such income to be reported in this account. Usually, however, in-
come from merchandising is handled in the sales promotion account. 
1fuen expressed as a per cent of gross revenues, non-operating 
income is of such magnitude as to be insignificant as a measure of 
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compari son. It should be noted, however, that the non-operating income 
of City Company exceeds that of Growth Company due to larger security 
investments. 
Total Income 
Total income is the sum of net operating income and non-operat-
i ng income. Because of the small amounts of non-operating income allow-
ed electric utility companies, the value of total income approaches net 
operating income. For comparative purposes its value has little mean-
ing . 
I nterest and Amortization Charges 
I nterest charges are the annual cash payments for the use of borrow-
ed capital. Amortization charges are bookkeeping entries to adjust bonds 
sold at a discount or premium to their par value. Such charges are 
spread over the life of the bond and represent only a fraction of inter-
est charges, in most instances. A comparison of interest and amortiza-
tion charges between the two companies is contained in the following 
table. 
The financing of new facilities to meet growing demand has 
caused interest and amortization charges of both Growth and City Company 
to increase substantially since 1946. However, as a per cent of gross 
revenues Growth Company's interest and amortization charges have tended 
downward since 1946, while those of City Company have not shown any dis-
cernable trend. These trends can be attributed to the companys 1 differ-
ent financing philosophies. Debt as a per cent of total capitalization 
has increased considerably since 1946 for City Company and has been in a 
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TABLE TIX 
Interest and Amortization Charges -Gr owth Company and City Company 
Growth Company Cit y Company 
Amount % Gross Amount % Gross 
Year ($0002000) Revenues ($0002000) Revenues 
1954 7.2 6.1 8.0 h. 3 
1953 6. 7 6.1 6. 8 3. 7 
1952 6.0 6.0 6. 7 3. 9 
1951 5.6 6.1 6.4 4.0 
1950 5.1 6.4 5.7 3. 8 
1949 4. 9 6.8 5.1 3. 7 
1948 4.6 6. 7 5.1 3. 8 
1947 4.0 6. 8 4. 7 3. 9 
1946 3. 7 7.4 4. 8 4. 4 
Source: Computed from Company reports 
minor downward trend f or Growth Company, Table XXVII . Such changes i n-
dicate that City Company's r ecent property additions have been financed 
to a considerably greater extent by bonded debt t han had been the case 
prior t o 1946. Growth Company, on the other hand, has financed through 
debt issues t o a lesser degree than previously. 
Despite the above trends Growth Company continues t o pay a greater 
portion of its r evenue dollar f or inter est and amortization (6.1¢) than 
does City Company (4.3¢) . Growth Company's higher debt ratio, although 
declining, is the primar y cause of these higher charges. Since a greater 
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debt ratio increases a bond holder's risk, it necessitates higher interest 
coupons to induce investor purchase of the bonds. The higher coupon per 
bond and the greater number of bonds per dollar of capitalization result 
in Growth Company's higher interest and amortization charges. 
Net Income 
Net income represents the amount available for distribution to 
the equity holders, both preferred and common stockholders. Gro,ith Com-
pany and City Company are compared below. 
TABLE XX 
Net Income - Growth Company and City Company 
Growth Company City Company 
Amount As % Gross Amount As % Gross 
Year ( $000~000) Revenues ($0002000) Revenues 
1954 20.3 17.1 24.2 13.0 
1953 17.1 15.7 21.3 11.9 
1952 15.8 15.8 20.3 11.9 
1951 12.4 13.3 18.3 11.4 
1950 11.9 14.9 19.J..l- 12.8 
1949 11.9 16.3 17.1 12.4 
1948 10.8 15.9 15.1 11.3 
1947 10.2 17.6 15.4 12.7 
1946 9.5 18.8 15.3 13.9 
Source: Computed from company reports 
Growth Company's net income as a per cent of gross revenues 
appears to have reversed its downv1ard trend in 1951, coincident with the 
turn in total operating expenses. Lower interest and amortization charges 
since 1951 have enhanced this trend of greater profitability. Although 
less well defined, City Company's net income as a per cent of gross reven-
ues also seems to have reversed its downward course in 1951. Again, the 
decline in total operating expenses appears to have been the cause. In 
this case, however, higher interest and amortization charges have hinder-
ed net income improvement. 
Preferred Dividends 
Since 1946 dividends paid to the preferred stockholders of Gro1~h 
and City Company have tended in opposite directions. In dollar amounts, 
Growth Company has increased preferred dividend payments whereas such 
payments for City Company have decreased. As a per ~nt of gross revenues 
both companies have shown a sharp drop in preferred dividend payments as 
indicated on the following table. 
To determine the reason for reduced preferred dividend payments 
one must look to the corporate tax code. Under this code bond interest 
is tax deductible whereas preferred dividends are not. As a result, even 
if the bond coupon and preferred dividend rate were equal, bond financing 
would allow twice the amount of earnings to flow through to the common 
stockholder. For example: 
Assumptions (for simplicity) 
1. 50 per cent income tax rate. 
2. Both bonds and preferred pay at the 4 per cent rate. 
3. Bonds Outstanding $100,000 
Preferred stock outstanding $100,000 
Net income before interest and taxes 
Bond interest at 4% on ~~100, 000 
ret income before taxes 
Federal income tax at 50% 
Pref erred dividends at 4%, $100 par value 
Net available to common 
Bond 
Financing 
$100,000 
4,000 
$ 96,000 
48,000 
$48,000 
Preferred 
Financing 
$100,000 
•,,100,000 
50,000 
4,000 
$46, 000 
In t hi s instance, bond f inancing cost $2,000 (50% ) less than prefer-
r ed stock financing. 
TABLE XXI 
Preferred Dividends - Growth Company and City Company 
Growth Company City Company 
Amount As % Gross Amount As % Gross 
Year ( ~~000 l 000) Revenues ($000z000) Revenues 
1954 3.2 2.7 2. h 1.3 
1953 2.8 2.6 2.7 1.5 
1952 2.7 2.7 2.6 1.5 
1951 2.6 2.9 2.2 1.4 
1950 2.5 3.1 2.9 1.9 
1949 2.2 3.1 2.9 2.1 
1948 2.3 3.4 3.0 2.2 
1947 2.0 3. 4. 2.9 2.4 
1946 1. 9 3.8 2. 6 2.4 
Source: Computed from company reports 
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As long as the present corporate tax structure exists, many 
companies may well continue to feel the high cost of preferred stock is-
sues, as compared with bond f inancing, does not justify thei r use. In 
such cases, i t can be expected that preferred s tock di vid.ends will 
decli ne further, both absolutely and as a per cent of gross revenues. 
Net I ncome Available for Common 
Net income available f or common is merely net income minus pre-
ferred dividends. As preferred dividends have declined, net income 
availabl e for common has approached net income. This trend is expected 
to continue. The previous comments relative to net income are applicable 
here and will not be repeated. For further comparison, the figures are 
presented i n Table XXII. 
Common Dividends 
Dividends paid to the common stockholders are at the discretion 
of the Board of Directors and are generally paid out of present earnings. 
The amount declared a.s dividends is usually dependent on the cash needs 
of the corporation, the future business outlook, and the financial con-
dition of the company. The inability of electric utilities to finance 
t heir high capital expenditure programs through retained earnings has 
prompt ed them to pay out in dividends about 75 per cent of earnings. It 
is hoped by the utili ties that this high payout of earnings as dividends 
1.rill keep their common stockholder satisfied and willing to subscribe to 
additional debt and equity financing when the funds are required. The 
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table on the following page (Table XXIII) indicates the amount of divi-
dends paid in dollar amounts, as a per cent of gross revenues, and as a 
per cent of the amount available for common dividends (payout) . 
TABLE XXII 
~ Income Available for Common - Growth Company and City Company 
Growth Company Ci t;y: ComEany 
Amount />).S % Gross Amount As% Gross 
Year ($000~000) Revenues ( ~~000 2 000) Revenues 
1954 17.1 14.4 21.8 11.7 
1953 14.3 13.1 19. 1 10. 4 
1952 13.1 13.1 17.7 10.4 
1951 9.8 10. 4 16.1 10 . 0 
1950 9.4 10.8 16. 5 10 . 9 
1949 9.7 13.2 14.2 10. 3 
1948 8.5 12.5 12 .1 9.1 
1947 8.2 14.2 12.5 10.3 
1946 7. 6 15.0 12 . 7 11.5 
Source: Computed from company reports 
Growth Company's cash distributions to common stockholders have 
risen 227 per cent since 1946 as compared with 59 per cent for City Com-
pany. A portion of Growth Company's increase has been due to the increas-
ing percentage distribution of the amounts available for common dividends 
(payout), from 43.4 per cent in 1946 to 63.1 per cent in 1954. City 
Company :has generally maintained a payout of between 70 per cent and 
TABLE XXIII 
Common Stockholder Dividends - Growth Company and City Company . 
Growth Company Cit~ Com;eanz 
As % As% Net As % As % Net 
Amount Gross Available Amount Gross Available 
Year ($000~000) Revenues Dividends ($000~000) Revenues Dividends 
1954 10.8 9.1 63.1 16.2 8.7 74.4 
1953 9. ) 8.7 66.4 15.3 8.3 80.1 
1952 8.3 8.3 63.4 13.9 8.1 78.5 
1951 7.4 8.1 75.5 13.0 8.1 80.8 
1950 7.2 9.0 76. 5 12.2 8.1 74.0 
1949 5.5 7.6 56.7 10.1 7.3 71.1 
1948 4.6 6.9 54.1 10.4 7.7 86.0 
1947 4.0 6.8 48.8 10.2 8.4 81.5 
1946 3.3 6.6 43.4 10.2 9.3 80.4 
Source: Computed from company reports 
80 per cent since 1946 with the result that common dividends as a per 
cent of gross revenues have risen to the 1946 level after an interim drop. 
A comparison of Growth Company's and City Company's common stock 
dividend disbursements r evealed that while Growth Company's payout of 
earnings has been consistently lower, it has disbursed a larger percent-
age of the gross revenue dollar. Such a situation arises due to the 
larger percentage of the revenue dollar available for disbursement. The 
lower payout of earnings of growth companies has undoubtedly been due to 
the desires of the Boards of Directors to strengthen the financial 
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condition of the companies, many of which had highly leveraged capital 
structures when broken off from their parent holding companies . In addi-
tion, the desire to expand through reinvested earnings has played a part 
in limiting the dividend payout. 
Balance for Surplus 
The balance for surplus is directly related to the amount avail-
able f or common dividends and to the payout of those dividends. A desire 
to limit the payout for any reason automatically increases the balance f or 
surplus. The lower payout of the Gro1vth Company dollar has therefore re-
sulted in a greater amount available for surplus than is the case with 
City Company. The company comparison follows: 
TABLE XXIV 
Balance for Surplus - Growth Company~ City Company 
Growth Company Cit;y: ComEany 
Amount As % Gross A.rnount As % Gross 
Year ( $000~000) Revenues ($0002000) Revenues 
1954 6.3 5.3 5.6 3.0 
1953 4.8 4.L 3.8 2.1 
1952 4.8 4.8 3.8 2.3 
1951 2.4 2.3 3.1 1.9 
1950 2.2 1.8 4.3 2.8 
1949 4.2 5.6 L .• l 3.0 
1948 3.9 5.6 1.7 1.4 
1947 4.2 7.4 2.3 1.9 
1946 4. 3 8.4 2.5 2.2 
Source: Computed from company reports 
Chapter VI 
BALANCE SHEET ANALYSIS OF GRmVTH COMPANY AND CITY COMPAII.TY 
Because Growth and City Company are being examined as living 
utilities whose value depends upon their continued operation rather than 
as dying organizations whose value lies in liquidation, a detailed dis-
cussion of the current asset and current liability accounts has been 
omitted. It should be noted, however, that in contrast with most indus-
trial companies, the working capital position of electric utility compan-
ies is generally extremely small. In fact, many electric utilities hab-
itually maintain a zero or slightly deficit working capital position. 
This is possible because of the regular nature of receipts and disburse-
ments. Electric utilities are in the enviable position of being able to 
accurately forecast cash receipts from customers and bills from suppliers 
so that one may be offset against the other, thereby obviating the need 
of large cash reserves to carry on the functions of business. 
Electric Utility Plant 
Electric utility plant is generally shown for stockholder pur-
poses at cost adjusted for various acquisitions. Because of the various 
methods of valuing purchased plant, the several depreciation methods al-
lowed, and because the total capitalization of an electric utility 
closely approximates the value of the net plant, plant growth has been 
measured in terms of total capitalization growth. The following table 
illustrates the annual capitalization increases and approximates annual 
plant growth. 
Because the companies whose aggregates are represented by Growth 
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TABLE XXV 
Capitalization Growth - Growth Company and City Company 
Grovrth Com12any Cit;y: Compan;y: 
Total Capi- Annual Total Capi- Annual 
talization % talization af ;o 
Year ($0002000) Increase ($0002000 Increase 
1954 33.14 9.9 66.2 3.6 
1953 30.4 11.3 63.9 7.4 
1952 27.3 13.3 59.5 5.9 
1 951 24.1 12.6 56.2 9.6 
1950 2l.h 9.8 51.3 5.1 
1949 19.5 14.0 48.8 6.3 
1948 17.1 12.3 45.9 9.3 
1947 15.0 11.3 42.0 -2.4 
1946 13.3 42.1 
% I ncr. 151% 
1946-1954 
57% 
and City Company were chosen 1-Ji th an eye to the rapidity of the kilov1att-
hour growth, it is not surprising to find a far more rapid increase in 
the plant of Growth Company than that of City Company. Since 1946, Growth 
Company's annual plant growth (as meast~ed by the capitalization increase~ 
has averaged about twice that of the City Company, 11.8 per cent as com-
pared with 6.2 per cent for City Company. 
The rapid increase of Growth Company's plant has not, however, 
been without its drawbacks. As can be seen from the following table, 
increasing investments in property have been necessary to produce a dollar 
of revenue. 
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TABLE X:1.'VI 
Gross Plant Per Dollar of Revenues - Growth Company and City Company 
Growth Company City Company 
Gross Plant Gros s Plant 
Per D.ollar of P.er Dollar of 
Year Revenues Revermes 
1954 $ 4.60 $ 3. 89 
1953 4 . 40 3. 79 
19~2 4. 32 3.72 
1951 4.22 3.66 
1950 4 . 38 3. 66 
1949 4.32 3. 72 
1948 4.04 3. 56 
1947 4.;L5 3.70 
l9h6 4.31 3. 90 
% I ncrease from 
1948 to 1954 13. 9% 9. 31> 
The trend toward greater plant investment per dollar of revenue 
is due to the increasingly higher costs of new plant without a corres-
pending increase in customers' electric bills. Growth Company's more 
evident trend is due to its substantially larger construction program 
(percentage-wise) in the inflationary post war years. City Company 1 s 
use of a greater proportion of pre-World War II, low cost plant enables 
it to maintain a consistently lower gross- plant-per-doll ar of revenue 
ratio. As long as inflationary trends continue and Growth Company's con-
struction program remains relatively larger than that of City Company, 
the plant-to-revenue ratio of Growth Company can be expected to continue 
its more rapid up1-1ard movement. 
Another factor responsible for the plant-to-revenue ratio spread 
bet;ween the two companies stems from the territories served. The larger 
area served by Growth Company and the attendant lower population density 
require a great.er investment in transmission and distribution facilities 
per customer and per revenue dollar . 
Capitalization 
Seven factors bearing on the capitalization changes of electric 
utility companies have already been noted; first , the rapid increase in 
demand for electricity in the post-World War II era; second, the large 
scale, high cost construction program necessary to satisfy this demand; 
third, the inability of utility companies to provide funds for construct-
ion through retained earnings ($4 of plant are needed per dollar of reven-
ues); fourth, to attract sufficient capital the security holders must be 
well treated; fifth, common stock yields are normally made more attr act-
ive by paying out a substantial percentage of earnings; sixth, t he high 
payout of earnings reduces the funds needed to finance construction and 
necessita.tes frequent entries into the capital Jl'l.arket; and seven, rapid-
ly growing companies must sell securities more frequently to finance their 
proportionately larger construction programs. Even companies growing no 
faster than the national average normally enter the capital market at 
least every third year. 
The type of security sold may be dependent on any or all of the 
following factors: 
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1. Governmental tax structure. 
2. Condition of the money market. 
3. Capital structure of the company. 
4. Objectives of management. 
A discussi on of the merits of issuing bonds whose interest pay-
ments are tax deductible in preference to preferred stock has been pre-
sented in an earlier section. 
Money market conditions, although important, are rarely the sole 
determinate of the type of security issue if the proceeds from its sale 
are to be used for plant construction. However, once the type of secur-
ity has been selected, the exact timing of the issue and the rate at which 
it is to be offered are directly dependent on money market conditions. In 
contrast, ref unding issues are primarily predicated on the prevailing 
level of interest or preferred dividend rates. 
A company's capi tal structure and management objectives must be 
discussed together. Some managements desire leverage and are theref ore 
content >vith a weaker capital structure, whereas others attempt to improve 
weak structures at the expense of leverage. A more detailed discussion of 
leverage will be presented in the concluding chapter. 
Growth Company's substantial amount of equity financing has re-
sulted in 77 per cent increase in the number of shares of corrnnon stock 
outstanding since 1946, compared with City Company's 29 per cent (Table 
XXVIII). The per share dilution attendant with such c:m increase in com-
mon shares (adjusted for stock dividends and stock splits) has been more 
than overcome by rapid earnings growth (Tables VII and I X). 
P~though no statistical verification is available, it is expected 
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that the majority of companies comprising Growth Company will not materi-
ally strengthen their capitalization further. As a consequence, it is 
expected that the rate of dilution of common stock earnings will decrease. 
City Company's equity ratio has remained at the 45 per cent level since 
1951 and there are no indications of a change. Dilution, theref ore, 
should be at about the same rate as in the past and an acceleration in 
City Company's per share earnings shoul d not be expected to result from 
decreasing dilution. 
From 1946 to 1954, Growth Company and City Company added to 
their capital structures as follows: 
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Growth Company City Company 
Total Capital Increase 1946 to 1954 ($000,000) 
Debt Increase ($000,000) 
Per Cent Total Increase 
Preferred Increase ($000,000) 
Per Cent Total Increase 
Co~mon and Surplus Increase ($000,000) 
Per Cent Total Increase 
$20.1 
~~10.2 
5o. 7% 
$ 2.3 
11 .5% 
$' 7. 7 
38.5% 
$24.1 
$15.5 
64.4~ 
$ - .1 
-.1.~% 
$ 8.7 
36. Cffo 
Table X~I , page 74, presents the year to year changes in the 
capital structure of Growth Company and City Company since 1946. Several 
trends should be noted: 
1. Preferred stock as a per cent of total capitalization has trended 
downward for both companies reflecting the disadvantageous use of 
preferred stock f inancing from a tax point of view. 
2. City Company's strong capital structure has been weakened with a 
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resulting increase in leverage. 
3. Growth Company's capital structure has been measurably 
strengthened during the period. 
4. Although the differences between the capital structures 
of Grovnh Company and City Company have been reduced, 
Growth Company's capital structure is still considerably 
weaker and more leveraged than that of City Company. 
TABLE XXVII 
Capitalization - Growth Company and City Company 
Growth Company City Company 
c1 
,-o % 
Total al /0 Common Total % Com.mon 
Capital % Pref- and Capital % Pref- and ($000,_000) Debt erred Surplus (~ooo,ooo) Debt erred Surplus 
--
1954 33.4 52.9 12.7 34.h 66.2 49.1 6.3 44.6 
1953 30.4 52.0 13.1 3h.9 63 . 9 48 .4 7.3 44.3 
1952 27.3 53.9 11.9 34.2 59.5 47.6 7.7 44.7 
1951 24.1 54.0 11.1 34.9 56.2 47 . 7 8.1 44.2 
1950 21.4 52.5 13.7 33.8 51.3 46.2 7.9 45.9 
1949 19.5 53.6 12.8 33.6 48.8 44.4 8.5 47.1 
19h8 17.1 56.4 11.4 32.2 45.9 45.5 9.0 45.5 
1947 15.0 54.9 15.3 29. 8 42.0 42.8 9.5 47.7 
1946 13.3 56.5 15.3 28.2 42.1 40 .5 10.1 49.4 
Year 
1954 
1953 
1952 
1951 
1950 
1949 
1948 
1947 
1946 
TABLE XXVIII 
Number of Shares Outstanding - Growth Company and City Company 
Adjusted f or Stock Dividends and Stock Splits 
Growth ComEany (ooo,ooo) city c~!_rt.:e;ny "lOQo,ooo 
7. 3 9. 2 
6.9 8. 7 
6.h 8.h 
6.0 8.1 
5.6 7.8 
5.4 7.6 
5.0 7.2 
4.6 7.2 
4.1 7.2 
% Increase 1946-1954 77.0% 28 . 7% 
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Chapter VII 
RESULTS OF AN INVEST!'JENT IN GROT,~TTH Cmll'ANY AND CITY COMPANY 
In the two preceding chapters, the differences between Grovnh 
Company and City Company as reflected in their income statements and 
balance sheets have been discussed in detail. This chapter will be devot-
ed to a consideration of the aggregate effect of these differences on 
dividends, earnings, and common stock price appreciation. Past invest-
ment results will enable a prospective purchaser to determine which of 
the two "type" companies will best fulfill his investment objectives. In 
the concluding chapter, the principle factors responsible for the varying 
investment results will be discussed and subsequently related to three 
operating electric utility companies. 
As noted in the introductory chapter, individuals purchase elec-
tric utility common stocks for a variety of reasons in addition to divi-
dend and earning stability. If they could have their choice, most invest-
ors would demand high initial income rising over a period of time, coupled 
l'li th rapid stock price appreciation. Even if such a stock should exist 
momentarily, huge demand would cause rapid price appreciation, thereby 
reducing the initial income based on its purchase price. Since such 
stocks do not exist, the prospective investor must modify his expecta-
tions. As a result, the primary consideration may be high initial income 
based on price (yield), high future yield, or substantial capital appreci-
ation over either the short or long term. In most instances, however, no 
single factor is considered exclusively, but rather a number of the above 
desires are modified in making an investment decision. 
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Before p:rrx::eeding to a discussion of the extent to vrhich Growth 
Company and/or City Company may satisfy investor requirements, it is neces-
sary t o examine the past record of the two composite companies. On the 
following pages is presented the record of Growth and City Companies with 
respect to dividends, yields, and capital appreciation. A number of re-
lat ed factors are also discussed. 
To show the dividend, yield, and capital appreciation records of 
growth and city companies, a $7,000 investment in each group as of Decem-
ber 31, 1946 has been assumed. In the case of the seven city companies 
this amounted to $1,000 per company, whereas $1,167 was invested in each 
of the six gro~~h companies. Because three of the growth companies were 
not separate entities on December 31, 1946, their prices and yields were 
not included in the computations prior to divestment from their former 
holding companies. These companies were included at prices as indicated. 
Company Initial Price 
Central and South West Company $12 
Florida Power and Light Company $20 
Virginia Electric and Power Company $15i 
Method of Computation 
Offering price 12/30/47 
Mean price during year 
of divestment--1950 
Mean price during year 
of divestment--1947 
Prior to a discussion of the various criteria used to indicate 
investment performance, it should be noted that all prices have been ad-
justed for stock dividends and splits. These adjustments are made by 
reducing all prior prices, earnings, and dividends by the percentage 
amount which the new stock bore to the previously outstanding stock. For 
example, if a company declared a 10 per cent stock dividend each share-
holder would receive one share of new stock for each ten shares previously 
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held. In order to make valid comparisons with present and future market 
quotations, it is necessary to reduce all prior quotations to the extent 
of the new stock received or 10 per cent. 
In the case of rights to subscribe to additional shares of stock, 
a stockholder has the option either to sell the rights or to exercise them 
and acquire additional shares. The subsequent computations assume all 
rights were sold on the date issued. 
TABLE XXI X 
Payout - Growth Company~ City Company 
Growth Company Pay-
out as a per cent 
of City Company 
Year Growth ComEan;y: Citz ComEany Payout 
1946 51.0% 74.6% 68. 5fo 
1947 53.2 75.7 70.0 
1948 57.5 77. 8 77.0 
1949 58.8 74.5 79.0 
1950 62.4 69.8 89.3 
1951 63.4 80.0 79.2 
1952 59.5 76.0 78.2 
1953 62.5 76.2 82.0 
1954 58.4 7E).9 77.0 
Dividends 
Dividends received by stockholders are a function not only of 
earnings but also of the percentage payout of those earnings. As a result 
dividend comparisons must correlate payout with earnings. Table XXIX 
indicates the payout trends of the composite companies during the 1946-
54 period. 
The above table indicates Grov~h Company's payout has been con-
sistently below that of City Company since 1946, ranging from 68.3 per 
cent to 89.3 per cent or an average of 77 per cent. If per share earn-
ings of the two companies had been equal, the lower payout of Growth 
Company would have resulted in lower dividend payments. 
During the 1946 to 1955 period dividends paid on the $7000 in-
vestment in each group were as follows: 
TABLE XXX 
Dividends Paid - Growth Company and City Company 
1946 - 1950 inclusive $1,525.70 $1,750.60 
1951 - 1955 inclusive 2z708.90 2z168.6o 
Total 1946-1955 dividends $4,234.60 $3,919.20 
1946 Dividends received $ 240.60# rs 331.40 
1950 Dividends received ~5 469.80 $ 376.80 
1955 Dividends received <!!-11r. 654.30 ~ 466.50 
Growth Company Dividends ~ ~ Per Cent of City Company Dividends 
1946 
1950 
1955 
# Two companies not paying dividends. 
72.6%# 
124.5% 
140.0% 
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As anticipated, the dividends received from Growth Company dur-
ing 1945 and the period i946 through 1950 were less than those received 
by City Company, due primarily to a lower payout of earnings. However, 
rapidly rising earnings enabled Growth Company to make larger dividend 
distributions during 1950, 1955 and the intervening period while at the 
same time maintaining a lower payout ratio (Table XXIV). For the entire 
decade, 1946 through 1955, Growth Company paid $4,234 in dividends where-
as City Company paid ~f. 3, 919 on the :f:i7 ,000 investment. Stated another 
way, during the period the dividends paid by Gro~~h Company increased 
from 73 per cent to 140 per cent of those paid by City Company. 
Yields 
The average yield of Growth and City Company at the conclusion 
of each of the bench-mark years used in the previous sections was as 
follows: 
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Date Growth Company City Company 
19L~6 Yie.Ld on December 31, 19Lt,6 Price 
1950 Yield on December 31, 1950 Price 
1955 Yi eld on December 31, 1955 Price 
3.88% 4. 74% 
5.85% 
3.68% 
5.27% 
4.61% 
The lower yield of Growth Company at 1946 and 1955 year-end re-
flects low·er dividend payout and investor willingness to value more high-
ly increasing earnings and anticipated dividend increases . Grm-rth Com-
pany's higher yield on December 31, 1950 appears to be an abnormal rela-
tionship caused by failing security prices which reflected investor con-
cern over future dividend increases . The anxiety developed when it 
appeared that the financing necessary to complete the huge construction 
programs contemplated by the electric utilities would require postponement 
of dividend increases. The fear proved to be ill-founded and grmvth 
utility stocks quickly regained investor favor. 
In the hypothetical case presented, a $7,000 investment was made 
in each of the two companies under discussion on December 31, 1946. The 
comparisons of yields on initial investment was based on market · prices a.s 
of December 31, 1946 as follmvs: 
1946 Yield on December 31, 1946 Price 
1950 Yield on December 31, 1946 Price 
1955 Yield on December 31, 1946 Price 
Growth Company City Company 
3.88% 4. 74% 
6.62% 5.24% 
9-'-~0% 6.65% 
tfuile the ~~eld based on December 3L, 1946 prices has increased 
for both companies, it should be noted that Growth Company's yield has 
increased :3 1/3 times as fa.st as that of City Company through 1955. The 
discussion of capital appreciation in the next section indicates these 
yield increases are not the result of falling prices, but of rapidly ris-
ing dividends. 
Before making any general observations concerning dividends and 
yields of electric utility common stocks it should be pointed out that 
although the subsequent statements are believed to be accurate they may 
not necessarily apply to each individual company composing the Gro1vth and 
City Company aggregates. 
The general conclusions concerning electric utility dividends 
and yields drawn from the foregoing statistical material are as follOlvs: 
L. Investors desiring the maximum return on their invested 
money over a period of a year or two should invest in com-
panies serving mature metropolitan centers of population -
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City Companies. 
2. If an investor desiring high, stable income can wait sever-
al years, he would be wel.l-advised to purchase a grm-1th 
electric utility even though the initial yield is substan-
tially below that of a typical city electric company. 
Interpolation of the foregoing statistics indicates that 
gro~rth companies' annual dividends overtake those paid by 
city companies during the third or fourth year. 
3. In order to compensate for the effects of inflation on dol-
lar values and income, it would seem prudent to include 
growth utilities in any balanced income portfolio even at the 
expense of slightly lower initial yield. 
The above conclusions apply equally well to individuals, trust-
ees, and income fund managers. More specifically, grovnh electric utili-
ty stocks seem particularly well-suited for inclusion in the portfolio of 
a person expecting to retire in a few years time and who vrlll become 
increasingly dependent on dividend income. In such a case, salary pay-
ments will provide income during the years of lower dividend payments. 
By the time retirement age is attained, the growth utility stocks should 
provide a reasonable return on the money invested. In addition, increas-
ing dividend payments should more than offset the effects of inflation -
something which historicaLly cannot be said of the dividends of most city 
el ectric utilities. 
With respect to yields and dividends of electric utility stocks 
the follov-Jing statement seems appropriate: As the anticipated period of 
investment lengthens, it becomes increasingly advantageous to own the 
co1mnon stocks of growth electric utilities in preference to those of city 
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electric utilities. 
Capital Appreciation 
In order to show the capital appreciation record of Growth and 
City Company, the aggregate market value of the stocks comprising each 
group as of December 31, 1950 and December 31, 1955 has been determined, 
assuming an initial investment of $7,000 in each of the t1vo groups on 
December 31, 1946. 
TABLE X XI 
Capital Appreciation - Growth Company and City Compagl 
1946 Cost (December 31) 
1950 Value (December 31) 
1955 Value (December 31) 
Gain in value 
1946-1950 
1950-1955 
1946-1955 
Per c ent increase in value 
--- = .:...;...;;...;...;....;;.. __ _ 
1946-1950 
1950-1955 
1946-1955 
Growth Company 
~7,000 
8,027 
19,010 
$1,027 
10, 983 
12,010 
14.7% 
172.0% 
City Company 
$7,000 
6,694 
10,262 
$- 306 
3,568 
3,262 
46.4% 
Computation of the capital appreciation of American Gas and 
Electric Company during the period December 31, 1946 to December 31, 
1954 illustrate the method and adjustments necessary to compensate for 
stock dividends and stock splits. A 5 per cent stock dividend paid dur-
i ng 1951 and a two for one stock split followed by a 2i per cent stock 
di vidend in 1953, require a reduction of the December 31, 1946 price of 
43 7/8 in three steps as f ollows: 
Reduction 
Former Price 
Price Divided By Reason 
--
~~43 7/8 lOS% )% Stock Dividend 
41.79 200% 2 for 1 Stock Split 
20. 90 102~% 2~ Stock Dividend 
Price: December 31, 1955 
December 31, 1956 adjusted 
Appreciation 1946-1955 
% Appreci ation 1946-1955 
Subsequent Price 
~~49. 50 
20. 39 
$29.11 
143% 
~?41. 79 
20. 90 
20 . 39 
Each company included in the composite was similarly computed 
and t he results wer e added or averaged as required. 
As might have been expected, Growth Company has shown greater 
capital appreciation than has City Company. The extent of the diff erence 
is surprising, however. Si nce 1946, Growth Company has appreciated in 
market value 3.7 times as f ast as its City counterpart. Two other points 
are of interest; first, most of the capital appreciation of both compan-
ies occurred during the second half of the 1946-55 decade; and second, 
during t he f irst haJ.f of decade (December 31, 1946 to December 31, 1950) 
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City Company actuaLly declined in market value. Thus it would appear 
t hat city companies are more subject to decline during periods of stock 
market weakness and appreciate l ess rapicUy in periods of strength than 
do gro1~h companies. 
Hultiples 
The price of any stock may be expressed as a multiple of its 
pr esent or future earnings. Such multiples are more co~nonly known as 
price-earnings ratios. The multipl e at which a stock is selling with 
respect to present earnings is a ref lection of investor regard f or the 
quality of present earnings or expectations of future earnings. Because 
of constantly changing i nvestor attitudes toward present and future earn-
i ngs, multiples are in constant flux. During periods of prosperity and 
a r ising s tock market the multiples tend to rise. Conversely, they tend 
to f all as the stock market declines due to t he propensity of investors 
to pro j ect curr ent trends. These tendencies are likely to overprice 
stocks during a rising stock market and underprice them during periods 
of decreasing security prices. 
Present and future dividends also affect the multiples at which 
the investor values earnings. During certain periods investors value 
dividends more highly, while at other times earnings and capital appreci-
ati on attract investor attention. 
The average multiples of Growth and City Company during the peri-
od 1946 through 1955 are shown on the following table. The multiple for 
each company was determined using year-end prices and annual earnings 
per share of the companies comprising each group. 
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TABLE LXXII 
Price-Earnings Ratio Comparison - Growth Company and City Company 
Growth Company 
as a Per tent of 
Year Growth ComE~ Citl ComEanl Cit;z ComEany 
1946 14.2 X 18. 2 X 78% 
1947 11.0 13.6 81 
1948 11.7 13.1 90 
1949 11.5 15.1 76 
1950 10.6 12 .6 84 
1951 12.0 14.2 84 
1952 13.8 15.7 88 
1953 14.3 14.7 97 
1954 15.9 16.8 95 
1955 17.3 16.1 107 
Hist orically, el ectric utilities paying large dividends (high 
payout of earnings) have been valued more highly than have the low payout 
growth utilities . However, investors have been steadily increasing their 
valuation of growth so that for the first time in 1955, Growth Company was 
more highly valued . Another point to note is the increasing multiple be-
ing placed on both the Growth and City Company, particularly since 1950. 
The increased multiples are partiaLly induced by a projection of the cur-
r ently favorable earnings trends. \'l!hen investor psychology takes a more 
pessimistic view of the economy, the multiples can be expected to decline 
f rom their currently high ~evels. 
One obvious reason f or the greater capital appreciation of 
Growth Company, as compared with City Company, has been Growth Company's 
proportionally greater increase in multiple or price-earnings ratio. The 
following table indicates the magnitude of this multiple increase from 
1946 to 1955. 
Growth Company City Company 
Average Multiple# 1946 
Average Multiple# 1953 
Per Cent Increase in Multiple 
Between 1946 and 1955 
14.2% 
17.3% 
21.8% 
18.2% 
16.1% 
-11.5% 
In the previous section the capital gains on the $7,000 invest-
ment in Growth Company and City Company were computed as ~~12,010 and 
$3,262 respectively for the period December 31, 1946 to December 31, 1955. 
Of the $12,010 gain computed for Growth Company 21.8 per cent or $2,618 
was due to increased multiples. On the other hand, the decrease of 11.5 
per cent in the multiples of City Company reduced its gain in value by 
~~375. If City Company's multiples had shown the same increase as those of 
Growth Company, namely 21.8 per cent, the gain in value of City Company 
would have been $4,348, compared with its actual gain of $3,262. Growth 
Company increased $12,010 during the same period. Clearly, the capital 
appreciation of the Growth Company was influenced more strongly by the 
basic underlying factors of increased earnings and dividends than it was 
by the increased multiples assigned by the investing public. 
Although the divergent multiple trends which have influenced the 
past capital appreciation records of Growth and City Company may not pro-
vide similar emphasis in the future, it is evident based on historic 
#Multiples determined by using the earnings for the year and prices as of 
December 31. 
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precedent, that the common stocks of growth companies can be expected 
to increase in value more rapidly in rising markets and show smaller ce-
clines during periods of weak security prices. 
Reasons for the greater capital appreciation of Growth Com-
pany are not diff icult to determine. I ncreasing demand from new invest-
ors coupled with disinclination of present holders to sell is clearly the 
superficial cause. The return r eceived on the investment, either immedi-
ate or prospective, seems more fundamental. Because electric utility 
investors are normally long-term investors rather than speculators, the 
anticipated future return on the investment appears of primary importance. 
Since an increasing return on the investment depends on larger dividend 
payments and greater dividend payments are, in turn, a function of increas-
i ng earnings, it is evident that per share earnings are the controlling 
factor. 
"hlhile it is true that a utility may increase earnings without 
increasing dividends, it is equally true that a company cannot increase 
dividends beyond a certain point unless earnings increase. Therefore, a 
prerequisite to regule.r dividend increases T..r.i th the accompanying increase 
in return on the original investment is increasing earnings. D11ring the 
period 1946 to 1954 Growth Company adjusted earnings per share increased 
94.2 per cent, compared with 29.8 per cent for City Company. The advanc-
ing earnings . of grov1th companies resulted in greater investor demand for 
the common stocks and, consequently, greater capital appreciation. Aware-
ness of the effects of inflation on stock market values also strengthens 
the demand for growth utility stocks. 
The statement applied to yields and dividends is equally 
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applicable to capital appreciation, namely, 11As the anticipated period of 
investment lengthens, it becomes increasingly advantageous to own common 
stocks of electric utilities of the growth category." 
The applicability of the foregoing statement to the major com-
ponents which influence an investor's decision (namely, dividends, yield 
and capital appreciation) leads to the general conclusion that except for 
an investor desiring high yield over the short term, a stock in the growth 
utility category is more likely to prove a satisfactory investment than is 
a so-called city electric utility. 
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fold: 
Chapter VIII 
CONCLUSION 
The primary aims of the final chapter of this thesis are two-
1. Through a review of the most signif icant characteristics of the 
two composite companies, to analyze the reasons for the superi-
or performance of Gro-vrth Company with respect to increasing 
dividends and greater capital appreciation. 
2. To compare three operating electric utilities with the growth 
"type" in order to demonstrate the use of certain criteria in 
selecting an electric utility most likely to provide increasing 
income and capital appreciation. 
FulfilL~ent of the second objective will also aff ord the oppor-
tunity to discuss certain management aspects of public utility analysis 
relating exclusively to individual companies which heretofore have been 
omitted from composite company discussions. 
Fundamental Characteristics Responsible for the Varying Investment Results 
Results of Growth Company and City Company 
In the preceding chapter it was concluded that an investor whose 
objective is increasing dividends and capital. appreciation over the long 
term would be well-advised to purchase electric utilities of the grovTth 
"type." Selection of the "type" company does not, however, solve an in-
vestor's problem. Composite companies cannot be purchased. However, re-
cognition of the major differentiating characteristics of each "type" 
should enable a prospective investor to select a speci f ic el.ectric 
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utility security suited to his needs . 
The characteristics differentiating grov-rth and city companies 
are relative lrith respect to one another and are complementary in nature . 
Hore explicitly, factors favoring growth companies are w·eaknesses of city 
companies and vice versa. To avoid confusing repetition, only the favor-
able aspects of each type company will be noted. In addition, it should 
again be emphasized that all the differences may not be apparent in each 
individual company. They are listed here only as a guide in selecting 
the type of electric utility desired . 
Favorable Characteristics: 
Growth 9ompanies : 
1. Serve areas of greater than average population growth. 
2. Kilowatt-hour sales increase more rapidly than the 
utility company average. 
3. Greater percentage of kilowatt-hour sales to residential 
customers. 
4. Higher average annual residential sales (kilowatt- hours). 
S. Fuel and labor costs consume lower percentage of the 
sales dollar. 
6. Allowed to earn a higher rate of return by the regulating 
authorities. 
7. Additions to generating capacity exceed the national 
average. 
City Companies: 
1. Lower maintenance and depreciation charges. 
2. Lower taxes per dollar of revenue. 
3. Lower plant cost per dollar of sales. 
4. Less dilution of earnings due to equity financing. 
S. Higher payout of earnings as dividends. 
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Granting that the characteristics ~isted above indicate both 
results and causes, there is a further question which will be explored. 
Hhy have companies exhibiting the so-ce.lled 11Growth Company character-
istics11 been ab~e to consistently outperform city companies over the 
longer term both with respect to income and capital appreciation? Brief-
ly, the reasoning runs as folloHs: 
Population growth produces increasing electric demand and 
kilov1att-hour sales, particularly in the higher rate residential cate-
gory. To satisf y this demand additional generating capacity must be con-
structed, thereby increasing the rate base upon which the commission al-
lows a prescribed rate of return. The higher rates of return allowed by 
the regulating authorities of the growth states coupled with the more 
rapidly increasing rate bases compound the rate of revenue growth. 
In addition, operating expenses of companies serving areas of 
rapid population growth are less due to lower labor and fUel costs. Re-
duced labor costs ref~ect that greater percentage of modern, high capacity, 
~ovJ manpower generating faci~ities. Lower fuel costs are the resultant of 
two factors: (1) the ability of modern generating facilities to produce 
subst~ntially more electricity per pound of coal,and (2) the location of 
the new facilities closer to the sources of fuel supply. 
Contrary to the operating expenses mentioned above, maintenance-
depreciation charges and taxes of growth companies consume greater per-
centages of the revenue dollar. Acceleration of construction programs to 
meet the anticipated constuner demand (Appendix A) wil~ probably result in 
still higher depreciation-maintenance charges. Increasing depreciation 
charges while tending to reduce reported per share earnings and restrict 
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dividends help generate cash needed f or construction, thereby reducing 
the need f or additional equity financing. The higher income taxes of 
gro~~h companies are indicative of the superior earnings performance of 
these companies. 
In order to provide generating capacity sufficient to meet in-
creasing demand, grmv-th companies have pursued two courses of action det-
rimental to the short-term stockholder. First, to conserve cash they 
have restricted dividend payments to a lower percentage of earnings; and 
second, they have frequent~y diluted per share earnings through common 
stock offerings. It should be remembered, however, that enlargement of 
the operating plant is a prerequisite to increa.sed earnings. Periodic 
dilution of earnings is a necessary obstacle on the road to increasing 
per share earnings. 
Since T!'lorld ·lar II, the construction programs of growth 
electric utilities have been financed to a greater extent through issu-
ance of common stock than had been the case prior to that time. The ef-
fect of this proportionately greater amount of equity financing has been 
twofold: 
l. The capital structure of the companies has been strengthened, 
i.e., debt presently constitutes a sma~ler proportion of 
total capita~ization than f ormerly. 
2. Per share earnings have been penalized by dilution more fre-
quently than prior to ~vorld War II. 
The present capit~ structure of most growth electric utilities 
seems quite conservative and it is expected that further issuance of com-
mon stock wil~ be primarily for plant construction rather than capital 
93 
s t ructure strengthening. As a consequence future per share earnings 
should be less frequently penalized by dilution. 
The total demand for electricity, as noted in the appendix, is 
expected to double over the next t en years and treble by 1975. Project-
ions of future needs by the Federal Power Commission indicate that in the 
f uture, as i n the past, the areas of greatest populat ion growth are those 
within which the demand f or electricity will increase most rapidly. The 
coincidence of the areas of projected growth in electric demand with 
r egions having r elatively cheap sources of fuel further increases t he 
desirability of companies serving t hese t err itories. Construction of 
capacity to satisfy the increasing demand will, of course, necessit ate 
a large amount of public financing, including a moderate amount of 
equity financing with its attendant dilution of per share earnings. As 
noted in the previous paragraph, however , such dilution is expected to 
occur less frequently in the future than in the past. 
On balance, however, there seem to be no factors or circum-
s t ances which over the next five to twenty years will materially alter 
the relative performances of t he so-called growth and city electric 
utilities. Consequently, prospective investors desiring increasing divi-
dend payments and f uture capital appreciation would be well-advised to 
purchase electric utility companies having characteristics resembling 
those of the growth type. 
Comparison of Individual Operating Companies With Growth Company Composite 
and the Electric Utility Industry 
The comparison of three operating electric utilities with the 
growth company composite and the electric utility industry 1dll be divided 
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into two sections. The first portion ~dll be devoted to a brief discuss-
ion of the relative performance of these companies with respect to in-
creasing per share earnings, dividends, and capital appreciation. The 
second section is designed to illustrate the trends of certain fUndament-
al characteristics upon which earning and dividend performances are de-
pendent. The characteristics to be emphasized are those which have been 
selected as being suitable guides to successful investment in electric 
utility common stocks. 
The latter section will also include discussion of certain as-
pects of electric utility analysis relating to individual operating com-
panies which is not applicable to the company aggregates or the industry. 
Two of the companies chosen for comparison are included in the 
growth composite while the third is considered a city company. The three 
companies are: 
l. Florida Power and Light Company 
2. Southern California Edison Company 
3. Boston Edison Company 
Florida Power and Light Company and Boston Edison Company are 
clearly representative of the composites within which they have been in-
cluded. Although Southern Calif ornia Edi son Company was included i n the 
growth company composite on the basi s of increasing population, it has 
e~1ibited earnings and dividend performances more typical of a city com-
pany. Interpretation of the causes for this inferior performance will 
i nclude a discussion of the management factor in electric utility analysis. 
Presented below is a comparison of the earnings, dividend, and 
capi tcl appreciation results of an investment in the three operating com-
panies, Growth Company, and the electric utility industry. 
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TABLE XXXIII 
Relative Investment Performance of Selected Electric Utilities 
Florida Sout hern Electricity 
Power and California Boston Grm<Tth Utility 
Light Company Edison Co. Edison Co. Company Industry## 
Per Share Earnings 
% Increase, 1946-50 32.7 63.1 23.7 33.1 19.6 
1951-55 60.4 14.1 7.6 45.2 31.5 
Dividends Per Share 
% Increase, 1946-50 57.6 33.3 21.7 95 .0# 23.1 
1951-55 47.2 15.0 0 39.4 17.5 
Capital Appreciation 
% Increase, 1946-50 NA 3.7 -10.5 14.7 -8. 3 
1951-55 201.8 47 . 4 31.6 137.0 51.4 
#Two companies included in growth composite not paying dividends. 
##Based on Moody ' s 24 Public Utility Stock Averages~ with per share prices 
taken as of year -end. 
NA Not Applicable - Company divested from American Power and Light Company 
on February 15, 1950. 
Except for the industry figures, capital appreciation is computed 
on yearly mean prices. All per share earnings, dividends, and capital 
appreciation figures were computed after adjustment for stock splits and 
stock dividends. 
Although the preceding table may be subject to some inaccuracy 
due to dilution during the specific years upon which the percentages are 
based, it,nevertheless, brings the relative investment performance of the 
companies into proper perspective. Florida Power and Light Company has 
clearly outperformed the other companies, particularly during the more 
recent period; whereas, Boston Edison Company has acted poorly by all 
measures. 
As one might expect, Growth Company has outperformed the indus-
try and Boston Edison Company. Of particular significance is the change 
in relative performance of the Southern California Edison Company. During 
the 1946-50 period, the Company acted better than the electric utility 
industry, whereas the 1951-55 record has been poorer than both Growth Com-
pany and the industry. The reasons for this deterioration will be analyz-
ed in the subsequent company discussion. 
Having considered the investment performance of the three oper-
ating electric utilities, Growth Company, and the industry average, there 
will now be presented an analysis of certain fundamental factors governing 
the operation of these companies. The table on the follolving page por-
trays the trend of selected characteristics during the 1946 to 1954 period. 
The fundamental relationship of the items included in the table 
to the investment performance of operating electric utilities will be il-
lustrated in the following company discussions. 
Florida Power and Light Company 
As previously noted the investment performance of Florida Power 
and Light Company during the past decade has been far superior to that of 
Growth Company, the industry, and the other operating companies. During 
the latter half of the decade (1951 through 1955) per share earnings in-
creased 60.4 per cent, dividends per share 47.2 per cent, and capital ap-
preciation 201.8 per cent. These figures exceed those of the growth com-
pany composite (Growth Company) by substantial margins. Comparison with 
the other operating companies and the industry average make even more 
favorable reading for Florida Power and Light stockholders. 
Examination of the table of selected statistics on the following 
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TABLE XX.TIV 
Comparison of Selected Electric Utility Companies Statistics 
Growth Electric Florida Southern Boston 
Company Utility Industry Power and California Edison 
Composite Average Light Company Edison Company Company 
Population Growth of State Served 
% Increase 1946-],954# 21 17 28 29 12 
Customer Growth-(Number of Customers) 
% Increase 1946-1954 
Residential 77 45 129 79 16 
Commercial and Industrial 4~. 28 72 39 3 
Kilowatt-Hour Sales 
% Increase 1946-1954 160 102 230 96 47 
% Residential KVniR Sales to Total Sales (1954) 26 21 46 20 22 
Average Annual Residential Usage (Ki<JHR) (1954) 2541 2549 2977 1931 1819 
% of Sales (1954) 
Labor Cost 18.6 19. 1.+ 18.1 18.9 22.7 
Fuel 13.9 15.6 16.6 13.5 18.0 
% Earned on Capitalization 1954 6. 23 5.16 6. 72 5.85 5.08 
Generating Capacity % Increase 1946-1954 171 104 178 69 58 
Proj ected Population Growth of State Served## 
% Increase 1954-1965 23.6 15.0 30.7 33.3 3.3 
Projected % Increase in Load 1954-1965 by 
Federal Power Commission Power Supply Aveas# 129 100 139 102 54.6 
# States within which companies are located 
## Population estimates prepared U.S. Department of Commerce, Bureau of the Census, Current Population Reports, '0 Population Estimates, dated August 9, 1957. Q) 
page indicates the fundamental characteristics of Florida Power and Light 
Company also showed superior performance during the period 1946 through 
1954. More specifically, during the period under consideration: 
l. Population growth of the state increased percentagewise only 
slightly less than that served by Southern California Edison 
Company. 
2. The number of customers and kilowatt-hour sales showed the 
greatest percentage increase during the period. 
3. To meet this greater demand, the Company increased generating 
capacity at the most rapid rate. 
4. The Company Nas allov1ed by the regulatory coiTlJl'l..ission to ea.rn 
the highest rate of return on its rapidly increasing plant. 
5. Sales to the most profitable class of customer (residential) 
accounted for a substantially greater percentage of total sales -
46 per ~ent for the Company as compared with 26 per cent for 
Grmv-th Company. 
6. Labor and fuel costs combined are relatively higher than most 
of the companies compared. 
Although labor costs are the lowest of the companies compared, 
high fuel oil costs result in a higher than average combined labor-fuel 
cost ratio. The existence of this unfavorable factor in an otherwise 
excellent comparative picture indicates that there is no company devoid 
of problems. It should be noted, however, that there Bre few, if any, 
companies whose overall comparative statistics would be superior to those 
of Florida Power and Light Company. 
The favorable operating climate, illustrated in Table XXXIi.T, 
has enabled the management to produce an excellent record of increasing 
per share earnings and dividends. ReflectiP~ these increases, the common 
stock has shown an excellent price appreciation record, as already noted . 
The final figures on the statistical table (Table XXXIV) show projected 
population and electric load in 1965. As in the period under study, 
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Florida Power and Light Company ranks second in population growth and 
first in electric load increase. Based on these projections and the 
favorable regulatory attitude of the Florida Commission, it appears, the 
Company "rill continue to show excellent earnings, dividend, and capital 
appreciation records. 
With a company of Florida Power and Light's caliber and outlook, 
the primary problem confronting a prospective investor is one of deter-
mining a reasonable price to pay for the stock. As noted previously, 
stocks are conveniently expressed in terms of multiples of earnings, known 
more co~monly as price times earnings (P.E.) ratios. It appears that in-
vestors will continue to value the stocks of companies with increasing 
earnings more highly than those offering high ini tia1 yield and limited 
earning 's increase potential. If, however, investors should return to 
their f ormer attitude of emphasizing current income at the expense of 
future i ncome, t he immediate risk of owning gro;.;th electric utility stocks 
becomes apparent. Such a change i n investor attitude would cause a seri-
ous decline in the price of growth company common stocks. However, the 
magnitude of the decline would be limited by ~~eld considerations. Once 
the yield of growth electric utilities approached that of the high yield-
ing city companies, the price decline would terminate. Even those in-
vestors who purchased growth utilities for capital appreciation at high 
multiples are not without relief. As the dividends are increased over the 
years the stock price will increase and eventually the original purchase 
price will be exceeded. It must be admitted, however, that if investors 
return to their former attitude with respect to valuation of income util-
ity stocks, the capital appreciation objectives of the growth companies 
will be substantially delayed. 
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It appears that electric utility companies ~nth a record of 
and prospects for increasing earnings and dividends are those which in-
vestors will continue to regard most highly. On this basis the company 
1rith the most rapid growth may be fairly valued at the highest multiple. 
This is not to say that any multiple represents a fair value. On the 
basis of 1955 per share earnings and year-end prices the growth company 
composite had a price-earnings ratio of 17.3 times compared with 16.1 
times for the aggregate city companies. Since the investment record of 
Florida Power and Light Company has been substantially better than that 
of the growth company aggregate, a multiple in excess of 17.Jtimes would 
certainly seem reasonable. A multiple of 18 to 19 times would appear to 
represent a fair value on December 31, 1955. Since multiples are in a 
constant state of flUL~, the multiple to assign an individual company must 
be adjusted in line with a change in average multiples at any specific 
time. For example, if the growth company average multiple should decline 
to 13.5 times, a multiple of 18 or 19 times for Florida Power and Light 
Company would result in a price which is clearly excessive. In this case 
a multiple of 15 times would represent a fairer market price. 
Similarly, companies such as Boston Edison whose performance 
has been inferior to that of other city companies should. command a mul-
tiple some~>rhat less than the city company average. 
Boston Edison Company 
The investment performance of the stock of Boston Edison Company 
has been in sharp contrast to that of Florida Power and Light Company. 
Except for earnings during the 1946-1950 period, all other comparisons 
(Table XY~TIII) show Boston Edison 1 s record to be somewhat poorer than the 
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industry average and substantially inferior to the growth company com-
posite. The trends of fundamental characteristics (Table XXXIV) upon 
which company operations are based indicate that such earnings and divi-
dend performances might well have been anticipated. 
It is a general rule in electric public utility analysis that 
a company is restricted by the territory served and the attitude of the 
regulatory commissioners. A comparison of Boston Edison Company and 
Florida Power and Light Company illustrates this axiom rather conclusive-
ly. Factors responsibie for the fine investment performance of Florida 
Power and Light were examined in the preceding section. Similar charac-
teristics will now be discussed vd th respect to Boston Edison Company. 
Reflecting the slow rate of population growth in Massachusetts, the 
number of residential customers served by the Boston Edison Company in-
creased only 16 per cent during the 1946-1954 period, compared vdth an 
industry average of 45 per cent and a growth company composite average 
of 77 per cent. !l!ot only were increasing sales to new customers far below 
average, but average annual residential consumption of 1819 kilowatt-
hours in 1954 remained considerably below the national average of 2549 
kilowatt-hour s. As a result kilowatt-hour sales during the 19L~6-1954 peri-
od increased less than 50 per cent of the national average. This relative-
lysnall increase in demand, required a modest 58 per cent increase in 
generating capacity, compared ~~th 104 per cent for the industry and 171 
per cent for Growth Company. Since t he enlargement of the rate base 
through the adctLtion of generating capacity is the primary means of in-
creasi ng earnings, it i s not surprising that the profitability of Boston 
Edison Company has not kept pace with the industry. 
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A further hindrance to increasing pro.fi tabili ty is the regulat-
ory climate o.f Massachusetts. As previously noted, a direct comparison 
of the factors constituting electric utility regulation would be meaning-
less due to the myriad of varying court and comrrission rulings regarding 
determination of rate bases and rates of return. The total effect of 
such regulation can, however, be ilJ.ustrated by comparing the computed 
return on invested capital (net operating income as a percentage of total 
capitalization. ) During 1954 Boston Edison Company earned 5. 08 per cent 
on its capitalization compared with industry and Growth Company averages 
of 5.16 per cent, and 6.23 per cent respectively. The unfavorable regu-
latory picture illustrated by the foregoing statistics should not be con-
sidered unalterable, however. A f e>·l states reputed to have tttoughrr 
com.rnis sions have proved recently to be surprisingly liberal. The change 
in attitude has been attributed to a long -term program of education and 
cooperation conducted by the state's utilities. Although such a program 
might yield substantial benefits to IJrass achusetts' utilities, it appears 
they have not vigorously pursued such a course of action. This omission 
reflects adversely on the management of utilities serving Massachusetts. 
As noted in the case of Florida Power and Light Company, high 
operating costs do not necessarily preclude increasingly profitable opera-
tions. HovJever, when coupled with other unfavorable fundamental charac-
teristics, they should certainly constitute a further warning to the 
prospective investor. It is a case of weighing all factors. The fact 
that a company ha.s a low percentage of sales to residential customers 
-vmuld certainly be offset by suf ficiently lm-1 operating costs. In the 
case of Boston Edison Company, however, the very high labor and fuel costs 
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(40.7 per cent of sales, compared with the industry average of 34.0 per 
cent) coupled >dth only an average percentage of sales to residential 
cust omers should collectively be considered as unf avorable factors. 
Projections of population increases and electric load grov~h 
through 1965 provide no indication of a change in the Company's fortune s . 
On the basis of past performance and the outlook for the future, purchase 
of the common stock of Boston Edison Company for increasing earnings, 
dividends, or capital appreciation is not recommended. On the other hand, 
the com~on stock does provide high initial yield to a short-term investor. 
Southern Calif ornia Edison Company 
An analysis of the causes of the investment perf ormance of 
Southern Calif ornia Edison Company common stock does not f ollow the clear-
ly discernable patterns of Florida Power and Light Company and Boston 
Edison Company. The predominantly favorabJ.e fundamental. trends of Florida 
Power and Light Company resulted in excelJ.ent earnings and dividend in-
creases, whereas both the characteristics and the investment results of 
Bos ton Edison Company were poor during the period under consideration. 
The fundamental characteristics of Southern CaLifornia Edison 
Company, as presented in Table XXXIV, show widely divergent trends which 
do not lend themseJ.ves to any concJ.usive opinion regarding earning trends 
or investment performance. Positive factors were the rapidly increasing 
population and customer growth. On the other hand, kilowatt-hour sales 
during the 19L~6-1954 period increased somer,rhat less than the industry 
average and substantially less than Growth Company. These divergent 
trends shoul d have been regarded by an investor as abnormal and a warning 
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that perhaps the Company' s per share earnings would not keep pace ~nth 
the area's population gro~nh. 
Actual t abulation of the investment results of Southern Cali-
forni a Edison Company, Table ~arr , indicate a changing pattern of relat-
ive investment perf ormance between the first and second half of the 1946-
1955 decade. During the first ha.Lf' of t he period, earnings , dividends, 
and capital appreciation performances were superior to the industry aver-
ages and compared favorably with Growth Company. During the five-year 
period subsequent to 1950, however, the record was def initely disappoint-
i ng and some-v1hat surprising in view of the rapi dly increasing population. 
To r evie>v briefly, per cent increases during t he 1951-1955 period were as 
follows: 
Southern 
California Industry Growth 
Edison Company Average Company 
Per Share Earnings 14.1% 31.5% 45.2% 
Dividends Per Share 15 .0% 17.5% 39.4% 
Capital .Appreciation 47.4% 51.4% 137.0% 
The investment record of Southern California Edison Company is 
conclusive evidence that purchase of electric utility stocks solely on 
t he basis of increasing population and customer growth may indeed prove 
unwise. Despite a greater percentage i ncrease in the number of resident-
ial customers (79 per cent ) during the 1946-1954 period than the industry 
average (45 per .cent), total kilowatt-hour sal.es increased less (96 per 
cent) than t he industry (102 per cent). Although people moved to South-
ern Cal i f ornia j_n large numbers during the 1946-54 period, they evidentl-y 
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reduced their usage of electricity. Sine~ in most cases their standard 
of living did not decline, it would appear that other sources or power 
must have displaced electricity f or certain uses. Examination of the 
f acts indicates that gas appliances account f or over 99 per cent of 
residential heating, 90 per cent of cooking, and 98 per cent of water 
heating requirements. 
The extensive use of gas f or most residential heating and many 
cooling appliances seriously reduces kilowatt-hour sales in the most 
profitable residential category. Nore specifically, Southern California 
Edison Company's kilowatt-hour sales to residential customers in 1954 were 
20 per cent of total sales, compared 1-ri th 26 per cent for Growth Company 
and 21 per cent for the industry. Lower sales to residential customers 
are also reflected in the low annual average residential usage of 1931 
kilowatt-hours in 1954, compared with the industry average of 2549 kilo-
>va.tt-hou.rs. To appreciate the magnitude of these differences with refer-
ence to prof itability of the company, it is necessary to recognize that 
sale of a single kilowatt of electricity to a residential customer results 
in three times as much revenue as sale of a similar amount to an industrial 
customer.# 
The use of gas f or residential space heating and water heating 
seriously restricts night off-peak electric sales. wllile off -peak night 
sales to residential customers are usually at lower rates than day sales, 
they are, nevertheless, an important factor contributing to a balanced 
load. An electric utility with suf ficient capacity to supply the early 
evening peak load has excess capacity during the early morning hours, 
#Average price of electricity to Southern California Edison customers in 
1954: residential 2.96¢, industrials .91 cents. 
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running in some cases to over 50 per cent of total capacity. Use of 
this excess capacity for space and water heating will materially add to 
residential revenues and profits and, conversely, failure to use this 
capacity may severely penalize a company's earning power. 
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Other companies serving gas producing territories are also af-
fected by the displacement of electricity by gas and usually show a low 
average annual residential consumption of electricity. However, Southern 
California Edison Companys residential consumption seems abnormally low in 
comparison with these similarly situated companies. For example, Central 
and South ~,fest Corporation sold each residential customer in 1954 an 
average of 1992 kilowatt-hours, compared with Southern California Edison's 
average of 1931 kilowatt-hours. A partial reason for this unfavorable com-
parison appears to be due to the failure of Southern California Edison's 
management to prevent the domination by gas appliances of space heating, 
cooking, and water heating. 
One of management's foremost responsibilities should be the 
building and balancing of the electric load with particular emphasis on 
highly profitable sales to residential customers. ~fuile it is recognized 
that gas is extremely competitive with electricity f or certain heating and 
cooling purposes, the use of gas to satisfy over 90 per cent of space 
heating, water heating, and cooking requirements seems excessive in view 
of gas costs in Southern California. The high gas appliance s atitrat:ion 
reflects to some extent the failure of management to meet the gas com-
petition through an effective electric appliance sales progrrun. 
Contrary to Southern California Edison's experience, the pro-
duction of gas within a company's service territory usually offers a 
distinct operating advantage. The use of low cost gas for fuel usually 
more than offsets electric sales lost to gas appliances. Central and 
South West Corporation and Houston Lighting and Power Company are examPLes 
of hi ghly profitable companies serving gas producing territories. Their 
f uel cost s, however , represent only 9.6 per cent and 9.9 per cent re-
spectively of revenues, compared with 13.5 per cent f or Southern Californ-
ia Edison Company, and 15.6 per cent f or the industry average. 
\mile Southern California Edison Company's fuel costs are con-
siderably less than the industry average, they are materially higher than 
t hose of the other utilities serving gas producing territories. These 
relatively high fuel costs coupled with the loss of revenues to gas ap-
pliances seem to be the primary reasons for the disappointing earning and 
dividend performances of Southern California Edison Company. Unless a 
company can offset revenues lost to gas appliances through substantial 
f uel savings, it is not necessarily an advantage to serve a gas producing 
territory. 
As a result of its reliance on preferred stock issues to pro-
vide an abnormally large proportion of the funds necessary for expansion, 
t he f inancial management of Southern Calif ornia Edison has been considered 
somewhat unorthodox. In 1946, 27.9 per cent of the Company's capital 
structure was represented by pref erred stock, compared with an industry 
average of 15.2 per cent. However, from a high of 31.2 per cent in 1947, 
the Company has reduced the percentage of preferred stock in its capital-
ization to 16.7 per cent in 1954. The replacement of the preferred stock 
by debt is usually considered sound f inancial management due to the fav-
orable tax status of the debt. The management of Southern California 
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Edison Company has, however, used common stock rather than debt as a 
substitute for its preferred stock. The result has been two-fold: first, 
leverage has remained at a moderate levels and second, the additional 
common shares have contributed to a 125 per cent dilution of the common 
stock during the 1946-1954 period. 
As previously noted, an investor in electric utility stocks 
must expect periodic dilution. In fact, dilution of about 10 per cent 
every other year or 5 per cent annually should be expected. However, 
dilution of 125 per cent in nine years or nearly 14 per cent per year 
seems abnormally high. From the common stockholders point of view the 
Company would have been well-advised to have replaced the preferred stock 
by debt rather than stock, thereby reducing the amount of common stock 
dilution and increasing leverage. The effects of leverage on per share 
earnings 1-ri.ll be illustrated in subsequent paragraphs. 
Leverage is one of the most important and complicated aspects 
of electric utility analysis. As has been already noted, electric utili-
ties are permitted by the regulator y authorities to earn through opera-
tions a fixed percentage on a rate base which closely approximates total 
capitalization. Operating earnings must then be divided between debt 
service, preferred, and common stock dividends and surplus. Since interest 
payments on debt and dividends on preferred stock are, except in rare in-
stances, less than the return allowed by the .regulatory authorities, the 
common stock~older benefits from a high proportion of debt and preferred 
stock in the total capitalization. In fact, the higher the proportion of 
debt and preferred stock and the lower the rates of interest and dividends 
thereon, the higher earnings on the common stock will be. The following 
hypothetical example indicates the effects of higher leverage. 
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Assumed: Allowed by regulatory 
authorities to earn 
6% on capitalization 
Capitalization 
Debt at 4% 
Preferred Stock at 5% 
Common Stock (Par Value 
$100 per share) 
Surplus 
TOTAL 
Pretax net income prior to 
interest charges 
Interest charges at 4% 
Pretax net income 
Income tax at 50% 
Net Income 
Preferred dividends 
Net income available for common 
Number of common shares outstanding 
Earned per common share 
Company A 
~~1' 200' 000 6(1/, 
300,000 15 
300,000 15 
200.2000 10 
$2,000,000 100% 
$ 120,000 
48,000 
72,000 
36,000 
36,000 
15,000 
$ 21,000 
3,000 
$ 7.00 
Company B 
$900,000 45% 
200,000 10 
700,000 35 
200.2000 10 
~2,000,000 100% 
$ 120,000 
36zOOO 
$ 84,000 
42z000 
$ 42,000 
10.2000 
$ 32,000 
7,000 
$ 4.57 
A pitfall in the above analyses is that Company A with its more 
highly leveraged capital structure would probably have to pay higher in-
terest and preferred dividend costs. Assuming that a ! per cent higher 
interest and preferred dividend rate is necessary to compensate for the 
weaker capital structure of Company A, its earnings per share still 
amount to $5.50 as compared with ~~4.57 for Company B. 
To further illustrate the effects of leverage and to support the 
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contention that the common stockholder of Southern California Edison Company 
would have benefited i f debt had been substituted for preferred stock in 
the capital structure, there is presented below a comparison of the actual 
1954 income statement with the results adjusted for replacement of pre-
ferred stock with debt. 
Southern California Edison Company Income Statement 1954 ($000) 
Net income before income taxes, 
and interest charges 
Bonds outstanding (Million) $328 
Interest at 2.91%# 
Actual 
$56,313 
9,559 
Net income after bond interest ~p46, 754 
Federal income taxes at 43.7%## 20,136 
Net income $26,618 
Preferred dividends 
Net income available for 
common stock 
Earned per share of common stock 
$21,276 
7, 165,593 shares outstanding ~P 2.95 
$443 
Adjusted for 
Replacement 
of Preferred 
Stock by Debt 
$56,313 
12,915 
'~43, 398 
18,691 
$24,707 
$24,707 
#2.91% interest rate equals the average rate on all issues. It is assumed 
that the $115,328,000 of debt which replaced preferred stock could have 
been sold over the years at the srune rate. 
##43.7% equals percentage of Net Income before Federal income taxes paid 
as Federal income taxes. 
The ~;; 3.44 earnings per share of common stock as computed on the 
adjusted capitali zation are substantially greater than Southern California 
Edison's actual operating results of $2.95 in 1954. ~ihile the computed 
figure might be subject to a slight downward adjustment reflecting higher 
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interest rate levels at the time of the shift from preferred stock to 
debt, the example indicates the advantages to the conunon stock..h.older to 
be obtained f rom greater leverage in the capital structure of a profitable 
electr ic utility. 
The foregoing examples illustrate the beneficial aspects of 
leverage on earnings per common share. Leverage, however, may not always 
be of benef it to the common shareholder. I f operating costs were not 
-v1ell controlled and the r ate of return earned on capitalization should 
become less t han the average interest and dividend payments on bonds and 
preferred stock, leverage >vould act in an opposite manner and deduct from 
earnings available for the common stock. Increasing interest and prefer-
red dividend rates also reduce the increment available for the common 
stock. However, should a large proportion of a company's debt carry high 
i nt erest r ates, it is r easonably certain that most regulator y authorities 
woul d eventually allow an increase in the overall rate of return. The 
delay, however, betvTeen the advent of high interest rates and the realiza-
t i on by the coi!Jl'l"j_ssion of the need for an upward adjustment in the rate of 
return -v;ould likely prove prolonged and painful to the common stockholder. 
The t1v-o detrimental aspects of leverage mentioned in the last 
paragraph are the result of rising costs and the resulting inability of 
a company to maintain its rate of return. If a company is able to con-
trol i ts operating costs a.nd the overall interest and preferred dividend 
costs can be kept belovT the allowed rate of return, a fairly high pro-
portion of debt in the capital structure will prove benef ici a.l to the 
common stockholder . The percentage of debt in the capital structure 
(leverage) of a profitable electric utility is indicative of sound 
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financial management. An electric utility operating under a tax struc-
ture which allows interest deductions before computation of income taxes 
but gives preferred dividends no such benefits should normally avoid is-
suance of preferred stock as a means of obtaining additional funds. On 
the other hand, the higher bond interest rate necessary to attract in-
vestors appears to put a ceiling of approximately 60 per cent on the 
proportion of debt in the capitalization. \nJi th debt at this level and 
no preferred stock outstanding a company >-JOuld have capital stock and 
earned surplus amounting to 40 per cent of total capitalization. Although 
this 60 per cent - 40 per cent ratio may be considered optimum by some 
financial analysts,the capital structure i s only one factor to be con-
sidered in t he selection of electric utility common stock. Many success-
ful electric utilities deviate markedly from these ratios. 
During the period under consideration, many growth utilities 
strengthen their weak capital structure; whereas, city companies .-rere 
increasing l everage. As a result of these dissimilar programs the capi-
tal structure differences of the two groups were appreciably narrowed. 
Although the capital structure of city companies still tends to be 
stronger than that of their growth counterparts, it is expected that 
future financing of both groups will continue to reduce the proportion 
of preferred stock in t he capital structure s . 
The expected similarity of future financing coupled with the 
n1rmerous variations in the capital structures of many successful elec-
tric utilities precluded the use of financing patterns as a differenti-
ating characteristic of growth and city companies. 
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Summary 
In the preceding sections the investment performance of two 
types of electric utilities; one serving areas of rapid population growth 
and the other serving territories with average or less than average popu-
lation increase over the years, have been analyzed. From this general 
analysis, certain. fundamental characteristics of each type company were 
selected which, it was hoped, would serve as satisfactory guides to help 
prospective investors select operating electric utilities to fulfill their 
investment requirements. The applicability of these characteristics has 
been illustrated in the analysis of three operating electric utilities. 
After carefully comparing the two composite companies, and the three oper-
ating companies with respect to operating results, increasing income, and 
capital appreciation, the ultimate conclusion of this thesis remains: As 
the anticipated period of investment lengthens, it becomes increasingly 
advantageous to own the common stocks of electric utility companies. hav-
ing characteristics resembling the so-called growth companies, namely: 
1. Serve areas of greater than average population growth. 
2. Increase kilowatt-hour sales more rapidly than the electric 
utility industry. 
3. Maintain a greater percentage of kilowatt-hour sales to 
residential customers. 
4. Maintain higher average annual residential sales (kilowatt-hours). 
5. Fuel and labor costs consume a lower percentage of the sales dollar. 
6. Are allowed to earn higher ratesof return by the regulatory 
authorities. 
T. Additions to generating capacity exceed the national average. 
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Appendix 
ELECTP.IC UTILITY INDUSTRY OUTLOOK THROUGH 1970 
- Electric utility companies, like their industrial counterparts, 
prosper only as long as a demand f or their product continues. A continua-
tion of increasing demand is evident as 1955 energy sales totaled 479 
billion kilowatt-hours, a 16.6 per cent i ncrease over 1954 and 151 per 
cent over 1945. The 1955 increase of 68 billion kilowatt-hours is greater 
than the total sales of the industry in 1933. The Edison Electric Insti-
t ute estimates that industry sales will be 1,000 billion kilowatt-hours 
by 1965. This estimate indicates only a 110 per cent increase over the 
next ten years, a conservative estimate in relation to the long-term 
grm.;th trend. Electric demand is derived primarily from residential, 
cmrunercial, and industrial customers. In the following sections the past 
and futur'e demand from each of these sources will be examined. 
Residential Demand 
Increasing residential demand is a function of the grovrth in 
population, nt~ber of families, number of households, and (more indirect-
ly) gross national product and consumer disposable income. Table XXX\~I 
shows the post-war growth and projections of growth for each of the above 
mentioned items. From the table it is evident that the economy as a 
whole is expected to continue expanding. 
It should be noted that while the growth of population, house-
holds and gross national product is projected at a slm.;er rate, consumer 
disposable income is expected to increase more rapidly during the next 
decade. The projected increase in consumer disposable income is based on 
a continuation of inflationary tendencies and an increasing living stand-
ard. The higher s t andard of living will bring increased demand for pro-
ducts to ease the workload of the housewife, add comfort to living, and 
for entertainment. Electricity will have a major role in the realization 
of each of these objectives. 
More directly connected with the growth in the r esidential de-
mand f or electricity are the number of customers served and usage per 
customer. As noted in Table XXXVI, the past increases in both categori-
es are expected to continue. The decline in the rate of growth projected 
for the next ten years is to some extent due to the conservatism of the 
estimators. 
Increasing kilowatt-hour output, however, does not necessarily 
mean increased earning power for the utilities, if such increases are 
offset by rapidly declining kilowatt-hour prices charged the customers. 
Although Table XXXVI shows a decline in revenue per kilowatt-hour, the 
increases in kilowatt-hour consumption have, in the past, more than off-
set such a decline with a resulting increase in the average annual resi-
dential bill and total revenues. Such a trend is expected to continue. 
Commercial Demand 
Total commercial sales of electricity in 1955 of. 80 billion kilo-
watt-hours showed an increase of 9.7 per cent over 1954 and have more than 
doubled since 1947. Until 1933 commercial energy sales of the electric 
utility industry had been consistently larger than residential sales and 
it was not until 1945 that residential sales went decisively into the 
lead. While it is anticipated that residential sales will become an in-
creasingly larger proportion of total industry sales (25.2 per cent in 
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TABLE XXXV 
Economic Growth 
Gross Consumers 
Nati onal Disposable 
New Households Product Income 
Population Families billion 1954 billion 1954 
Year (000~000) (000) (000~ 000 ) dollars dollars 
1946 141. 3 39.1 288.0 219. 0 
1947 144.0 600 40. 5 279. 0 203.0 
1948 146.6 1300 42 . 2 292.b 209.6 
1949 149. 2 790 43.6 291. 4 212 .1 
1950 151.7 600 44 . ~. 318.5 230.3 
1951 154.4 700 45. 3 340. 2 233. 8 
1952 157.0 400 46.1 352.3 239. 4 
1953 159.6 400 46 . 7 368. 0 251.1 
1954 162 .4 450 ~-7 . 4 360. 5 254 . 8 
1955 165.2 550 E 48.2 E 385.0 268. 0 
Increase 
1946-1955 16. 9'/o 23 . 3% 33. 7% 22.4% 
Forecast 
1956 167.7 500 49.0 390.0 272.0 
1957 170.0 500 49. 7 385.0 273 .0 
1958 172.4 600 50.5 400.0 284.0 
1959 174.9 650 51.3 412.0 294.0 
1960 177 . 4 700 52.3 425.0 305. 0 
1965 189.9 750 57 .1 485.0 370.0 
1970 204.2 975 62.6 567 .0 447 . 0 
Increase 
1956-1965 13. 2% 16. 5% 24.4% 36% 
Source: Electrical World, September 19, 1955 
E Estimate 
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TABLE XXXVI 
Residential Usage 
Usage per Residential Revenues Average 
Residential Sales per Annual 
Customers Customer Billions K WH R Bill Revenue 
Year (000) K W HR K l.oJ H R (cents) ($) ($000~000) 
1946 29,769 1329 38.6 3.22 42.79 1,241 
1947 31,622 1438 44.2 3.09 44.43 1,366 
1948 33,549 1563 51.0 3.01 47.05 1,533 
1949 35,375 1684 58.1 2.95 49.60 1,717 
1950 37,533 183,0 67.0 2.88 52 .70 1,932 
1951 39,225 2004 77.0 2.81 56.31 2,165 
1952 40,739 2lLf9 '86.8 2. 77 6o.o8 2,401 
1953 41,982 2345 97.0 2.74 64.25 2,659 
1954 43,140 2549 108.5 2.69 68.57 2,920 
1955 44,450 E 2755 120.0 2.64 72.73 3,184 
%Increase 
1946-1955 48.2% 107.2% 212.Cf/a -18.0% 56.0% 157. 0% 
Forecast 
1956 45,500 2989 134.3 2.61 78.01 3,505 
19.57 46,600 3216 148.1 2.58 82.97 3,821 
1958 47,800 3452 163.0 2.55 88.03 4,156 
1959 49,000 3709 179.7 2.52 93.1+7 4,528 
1960 50,200 3986 197.5 2.49 99.25 4,918 
1965 54,900 5608 304.1-t 2.39 13l.f.03 7,275 
1970 6o,L.oo 7704 461.5 2.29 176.1.,.2 10,568 
%I ncrease 
1956-1965 20% 87. 5% 126.4% -8.L~3% 71.7% 107.5% 
Source: Electrical World, September 19, 1955 
E Estimate 
1955 vs 20.2 per cent in 1946) it is estimated that commercial sales will 
also double in the next ten years. Increased number of establishments, 
suburban shopping centers, revitalization of central city areas, improved 
lighting, and air-conditioning are among the many factors operating toward 
this end. 
Industrial Demand 
Although utility industrial kilowatt-hour sales rise and fall in 
sympathy with the index o.f industrial production (as indicated on Table 
. XXXVIII), industrial revenues remained relatively more stable. In addi-
tion, since the end of World War II industrial revenues have increased 
roughly 2! times as fast as the Federal Reserve Index of Industrial Pro-
duction which has shown a growth of about 3 1/3 per cent annually over 
the longer term. 
Industrial sales are projected to increase 51.8 per cent during 
the next decade compared with 151 per cent during the 1946-1955 decade. 
The increase, however, is still nearly twice as great as the increase in 
the Index of Industrial Production. Revenues from industrial sales are 
also expected to increase, but at a rate somewhat slower than industrial 
sales due to a decrease in prices per kilowatt-hour. During the 1946-
1955 period industrial sales increased 151.0 per cent while revenues in-
creased 134.5 per cent. 
Part of the kilowatt-hour increases have been due to larger 
amounts of power required per worker and per unit of production. Federal 
Power Commission figures show that annual energy use per industrial work-
er was slightly less than 2,700 kilowatt-houxs in 1920, increased to 
8,200 kilowatt-hours by 1940, and to over 16,000 kilo~vatt-hours in 1953. 
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TABLE XXXVII 
Commercial Usage 
Usage per Commercial Revenues Average 
Commercial Sales per Annual 
Customers Customer Billions KWHR Bill Revenue 
Year (000) KWHR KWHR (cents) $ ($000,000) 
1946 4,693 7,224 33.0 2.80 202 925 
1947 4,961 1,915 38.4 2.69 213 1,031 
1948 5,132 8,535 43.2 2.67 228 1,153 
1949 5,291 8,871 46.3 2.66 236 1,229 
1950 5,466 9,320 50.4 2.64 246 1,334 
1951 5,528 10,432 51.3 2.55 266 1,462 
19.52 5,634 11,106 62.1 2.55 283 1,584 
1953 _. 5,863 12,007 69.2 2.53 304 1,748 
1954 5,992 12,353 73.3 2.52 311 1,847 
1955 6,053 E 13,325 E 80.5 E 2.48 330 2,000 
% Increase 
1946-55 29% 84.5% 144.0% -11.4% 63.!~% ll6% 
Forecast 
1956 6,248 14,050 87.1 
1957 6,348 14,950 94.1 
1958 6,460 16,050 102.7 projections not available 
1959 6,547 17,250 ll2.1 
1960 6,640 18,550 122.3 
1965 7,100 25,050 174.7 
1970 7,600 31,550 232.9 
% Increase 
1956-65 13.7% 78.5% 101% 
Source: Electrical World, September 19, 1955 
E Estimate 
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TABLE XXXVIII 
Industrial Usage 
Generation by Index 
Total I ndustrial Utility Industrial Industrial Manufacturing 
Industrial Plants Industrial Revenues Production Production 
Year Use billion K\iHR Sales ($000~000) 19h7-49=-l00 1947-49=100 
19h6 98.9 969 90 90 
1947 113.5 1,106 100 100 
1948 178.2 54.1 124.1 1,251 104 103 
1949 174.7 54.0 120.8 1,263 97 97 
1950 198.6 59.5 139.1 1,405 112 113 
1951 220.5 62.7 157.8 1,572 120 121 
1952 231.2 63.8 167.4 1,684 124 125 
1953 261.5 71.5 190.0 1,884 134 136 
1954 273.2 73.0 200 .2 1,977 125 127 
1955 320.0 E 76.0 E 247.8 E 2,271 E 139 . 141 
%Increase 
1946-55 151.0% 134.5% 54.4% 56.6% 
Forecast 
1956 339.9 78.5 261.4 138 lhO 
1957 337.6 81.0 256.6 131 133 
958 353.6 83.5 270.1 138 140 
1959 377.8 86.5 291.3 146 149 
1960 401.6 88.5 313.1 154 157 
1965 495.7 99.0 396.7 175 178 
1970 624.8 110.0 514.8 203 206 
% Increase 
1956-65 45. 8% 25.1% 51.8% 26.8% 27.1% 
Source: Electrical 1·Jorld, September 16, 1955 
E Estimate 
Automation by industry has and will continue to play a vital part in the 
continuing electrification of industry and in further increases in the 
annual energy use per industrial worker or per man-hour. 
Sales Breakdown 
The breakdown of sales into residential, commercial, industrial, 
and other classifications (including rural) is presented in Table XXXIX. 
According to 11Electric.a1World'' total sales are expected to increase 145% 
du~ng the next decade, an estimate somewhat higher than the llo% made 
by the Edison Electric Institute mentioned previously. Industrial sales 
during the past decade have remained about 50% of total sales. Project-
ed until 1965 industrial sales are expected to fall to nearer 40% while 
commercial sales remain about 18% of total sales. The amount of "other 
sales11 (6.3% in 1955) is decreasing relative to total sales due primari-
ly to the migration of the population from rural to urban areas. Such a 
trend is expected to continue. 
Residential sales have increased from 20.2% of total sales in 1946 
to 25.2% in 1955. A continuation of this trend is expected, so that by 
1965 and 1970 residential sales will amount to 33.1% and 36.7% respect-
ively of total sales. The decrease from 1954 to 1955 in residential 
sales as a per cent of total sale was due to an unusually large increase 
in industrial sales (23.8%) relative to the increase in residential sales 
(11.1%). 
The projected increase in residential sales relative to industrial 
sales should increase the earnings of electric utility companies in the 
future because of higher charges for residential service. For example, 
fi~Ires reported by the Federal Power Commission for Class A and B 
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privately mmed electric utili t i es for October 1955 indicate the average 
price of kilowatt-hours sold as follows: 
type service 
Residential 
Commercial 
Industrial 
cents per kwh. 
2.76 
2.62 
1.05 
Each kilowatt shifted from industrial to residential service 
presently means more than twice as much to revenues. Therefore the pro-
jected increase in relative residential usage bodes well for electric 
utility earnings. 
Supply of Electricity 
To keep up with the increase in demand, from 514 billion kilowatt-
hours in 1956 to 1258 billion kilowatt-hours in 1970, the electric util-
ity companies will require production of 588 billion kwh. in 1956 and 
1451 billion ~ih. in 1970. The 1956 winter peak is expected to top the 
1955 peak by 6.2%. By 1970 winter peaks are projected to total 262 mil-
lion kilowatts, 168% greater than in 1955. 
Electric utilities added 12.5 million kw of generating capacity 
in 1955, a new annual installation record. To meet its projected power 
requirements, the electric industry must plan to install between 7 and 
12 million kilowatts of generating capacity each year through 1965 and 
11 to possibly as high as 24 million kilowatts annually in the following 
decade. By 1970 the utilities will be adding new capacity at a rate of 
nearly 18 million kw per year. That year will see the 320 millionth kw 
go 11on the line 11if the projections made by Fischer s. Black, editor of 
"Electrical World" are accurate. 
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TABLE XXXIX 
Sales Breakdown 
Residential Industrial Com.rnercial Other Total 
billion kwhr. 
Year Sales (% total) Sales (% total) Sales (% total) Sales (% total) Sales 
1946 38.6 20.2 98.9 51.8 33.0 17.3 20.3 10.6 190.8 
1947 44.2 20.3 113.5 52.2 38.4 17.6 21.5 9. 8 217.6 
1948 51.0 21.2 124.1 51.6 43.2 17.9 22.5 9.3 240.7 
1949 58 .. 1 23. 4 120.8 48.6 46.3 18.6 23.4 9.4 248.5 
1950 67.0 23.9 139.1 49.5 50.4 18.0 24.0 8.6 280 .5 
1951 77.0 24.2 157.8 49.6 57.3 18.0 26.0 8.2 318.2 
1952 86.8 25.3 167.4 48. 9 62.1 18.1 26.3 7.7 342.5 
1953 97 .o 25.2 190.0 49.5 69.3 18.0 28.0 7.3 384.2 
1954 108.5 26.4 200.2 48.7 73.3 17. 9 28. 9 7.0 410.9 
1955 120.5 25.2 2Lf7 .8 51.7 80.5 16.8 30.2 6.3 479.0 
% Increase 
1946-55 
212. 0% 151.0% 144.0% 48. 8% 151% 
Forecast 
1956 134. 3 26.1 261.4 50.8 87.1 16.9 31. 5 6.1 514.2 
1957 148.1 27. 9 256.6 48.3 94.1 17.7 32.6 6.1 531.4 
1958 163.0 28. 6 270.1 47.4 102.7 18.0 33.6 5.9 569. 4 
1959 179.7 29.1 291.3 47.2 112.1 18.1 34.8 5.6 617.8 
1960 197.5 29. 5 313.1 ~.6.8 122. 3 18.3 35. 8 5.4 668.7 
1965 304.4 33.1 396.7 43.2 174.7 19.0 42. 8 4.7 918 .6 
1970 461. 5 36.7 514. 8 40. 9 232.9 18.5 49.2 3.91,258.3 
% Increase 
1956-1965 
127.0% 51. 8% 100.5% 35.8% 78. 6% 
Source: Electrical World, September 16, 1955 
Although 19.57 will see the initial operation of the nation 1 s 
first nuclear power plant at Shippingport, Pennsylvania, there is con-
siderable uncertainty as to when nuclear heat sources will replace con-
ventional heat sources to any apprecia.ble degree. The above mentioned 
plant is purely experimental, although of commercial size. Other atomic 
pl ants have been licensed by the Atomic Energy Commission and are sched-
uled for operation in the next three to f ive years. These plants are not 
expected to be competitive, however. Only when atomic power generation 
costs are reduced below conventional generation costs will atomic react-
ors be substituted for the present heat sources to any appreciable degree. 
This trill obviously occur first in high fuel cost areas such as New Eng-
land. 
Mr. Black, editor of "Electrical 1.Jorld 11 and Mre Sporn, President 
of American Gas and Electric Company, estimate t hat in 1960 only .500,000 
kw (. 3%) of total projected capacity of 166 • .5 million kw will have a 
nuclear fuel source. ¥~. Sporn expects that by 1970 on~y 3% of new capac-
ity will be nuclear. Other estimates vary vrl.dely from :M..r . Sporn 1 s. On 
one point there is agreement, however. Atomic power poses no threat to 
t he investor in the electric industry through obsolescence of present 
facilities. For one thing, nuclear energy merely replaces present boiler 
fuels (coal, oil, gas), furnaces and boilers, a minor part of a utility 
system 1 s total investment. In addition, nuclear energy w-:Lll not make con-
ventional boilers obsolete, but will provide an additional heat source 
which may be utilized if warranted by economic considerations. 
To finance the construction program outlined, Vtr. Branch, Presi-
dent of the Edison Electric Institute and the Georgia Power Company, 
12.5 
estimates 11 construction expenditures over the next ten years should 
average about ~~ 3 billion a year 11 ••• (rising to) about $4 billion a year 
by the end of the period. 11 This compares 1-d th ~$2. 8 billion and $2.7 
billion in 1954 and 1955 respectively. The estimate for 1956 is a record 
~2.9 billion. By 1970 electric utilities ~~11 be spending (in terms of 
today' s dollars) nearly ([18 billion each year (over twice the expected 
1956 outlays) according to Mr. Black. 
Obviously, such huge expansion programs will necessitate large 
amounts of public fi nancing. During 1955 electric utility f inancing f or 
new construction amounted to not quite 60% of total construction outlays. 
Based on ~IT. Branch's estimates of f uture construction expenditures and 
the record of the past 10 years, when approximately 64 per cent of con-
struction expenditures were provided by new capital, more than ~19 bil-
lion of nevi money will have to be raised over the next ten years. If the 
1955 experience were to continue, $18 billion would be required. Because 
of the improved equity position of many electric utility companies since 
V.Jorld Har II and our present tax structure, it is likely that at least 
60% of such financing would be through the issuance of bonds . During 1955 
percentages of new securities sold were: 64% bonds, 14:" preferred and 
22% corrnnon. 
Industry Outlook and Conclusion 
The outlook f or the industry can be succinctly expressed as 
follows: 
1. The generating capacity and peak load of the electric utility 
industry are expected to double by 1965 and treble by 1975. 
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2. Annual construction expenditures while varying greatly among 
companies are expected to increase, total industry expendi-
tures doubling by 1970. 
3. Large amounts of public financing vdll continue as a neces-
sary adjunct to the construction program. 
4. Atomic r eactors will gradually come into competitive use 
f ive to ten years hence, but are unlikely to be a large 
percentage of total generating capacity even by 1975. 
TABLE XXX 
Supply of Electricity 
Winter 
non-coincident 
Output Peak load Load Factor Capabil ity Gross Nargin 
Year billion kwhr million kwhr % million kw % Peak 
1946 223.2 
1947 255.7 
1948 277.0 51.1 61.9 54.i~ 6. 6 
1949 287.7 54.0 60. 8 61.7 14.2 
1950 328 .6 62 .0 60.9 68 .4 10. 3 
1951 370.8 68.1 62.1 65 . 2 11.8 
1952 387.3 72 . 8 62.2 81.5 11. 9 
1953 441.2 78.4 64.2 92.4 17.8 
1954 471. 8 85.7 62.9 103.7 21.0 
1955 546.8 97 . 8 E 63.5 E 116.5 19.1 
1956 587.6 103. 9 64.4 124.6 20.0 
1957 607 .5 108.0 64.2 130.7 21.0 
1958 651.5 116.0 64.1 141.6 22.0 
1959 707.7 126.3 64.0 154.1 22.0 
1960 766.7 136.8 63.8 166 .9 22.0 
1965 1,056.6 190.1 63.4 232.0 22 . 0 
1970 1,450.7 262.3 63.1 320.0 22.0 
Source: Electrical World, September 19, 1955 
E Esti mate 
Appendix B 
PROJECTIONS OF LOADS BY POWER SUPPLY AREAS - ALL UTILITY SYST~m 
(Billion Kwh) 
Power Percentage Percentage 
Supply Increase Increase 
Area 1954 1965 1954-1965 1980 1954-1980 
1 2.2 3.4 54.6% 5.4 145.0% 
2 18.7 32.G 71.1 50.7 171.0 
3 21.1 36.9 74.9 55.9 165.0 
4 18~1 29.9 65.2 47 ~a~ 160~0 
5 34.2 58.4 70~8 97.2 184~0 
6 8.6 14.9 73.2 23.8 177.0 
Total Region I 102.9 175.6 71.1 279.9 172.0 
7 12~6 22~9 81~7 35~7 183.0 
8 6.1 10~8 77.0 17.1 18o.o 
9 17~6 47.6 171~0 65~2 270~0 
10 7.2 12~8 . 77 ~8 20~0 178~0 
11 18~9 43~6 131~0 82~4 336~0. 
12 21.6 48~5 125.0 91.8 325.o 
Total Region II 84.1 186.2 121.0 ,312.1 271.0 
18 5.4 12.8 137~0 26.1 384~0 
19 2.1 5 .• 7 171~0 12~1 476~0 
20 38.3 77.6 103~0 110~6 189~0 
21 17.3 34~6 . 100.0 70.3 3o6.o 
22 8~1 17.6 117~0 36~0 345.0 
23 7~9 16~6 110.0 32.5 312~0 
24 7~9 18.9 139.0 36.9 367.0 
Total Region III 86.9 183.7 lll.O 324.4 '273.0 
13 8.9 19~4 118.0 38~6 334.0 
l4 17.3 35~4 105.0 66.6 285~0 
15 6~9 15~4 123~0 28.7 316.0 
16 7~0 16~4 134~0 . 28.4 3o6~o 
17 8.9 17a 92a ·33a 272.0 
40 12~5 18~5 48.0 28.6 129.0 
Total Region IV 61.4 122.2 99.2: 224.2 265.0 
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' Appendix B (Continued) 
PROJECTIONS OF LOADS BY P0\001. SUPPLY AREAS - ALL UTILITY SYSTEHS 
(Billion Kwh) 
Power Percentage Percentage 
Supply Increase Increase 
Area 1954 196.5 1954-1965 1980 1954-1980 
,...,....--
25 9.7 18.7 92~9% 32~6 236.0% 
29 2.2 4.1 86.5 7.3 232.0 
33 6.4 13.4 109.0 23.0 260.0 
34 3.1 5~9 90.3 10.3 232~0 
35 3.9 7.8 100.0 14.5 272.0 
36 2.6 6.6 154.0 12.6 384.0 
37 8~1 18.2 125.0 35~3 336~0 
38 9.0 18.2 102~0 32.8 265~0 
39 1.2 2.4 100.0 4.0 233.0 
Total Region V 46.3 95.4 1o6.o 172.4 272.0 
26 1.3 2.6 100.0 4.7 251.0 
27 1.2 2.7 125.0 4.6 284.0 
28 2.6 6.0 131~0 10.6 308~0 
31 0.9 1.9 112-.0 3.2 256.0 
32 3.2 6.5 106.0 . 12.2 281.0 
Total Region VI 9.3 19.8 113.0 35.3 280.0 
30 . 3.2 l•o 84.3 13.0 306~0 41 5.0 •5 70.0 14.5 190.0 
42 7.4 13.3 79.8 21.8 195.0 
43 10~8 21~0 94~5 40~5 275~0 
44 13.1 26.6 103~0 58.7 349.0 
45 2.7 6.1 126.0 10.8 300.0 
Total Region VII 42.1 82 • .5 95.9 159.3 278.0 
46 19~3 40.4 109.0 83.7 334.0 
47 20.0 40.3 102.0 83.5 318.0 
48 5.6 10.5 87.5 20.7 270.0 
Total Region VIII 44.8 91._2 104.0 187.9 319.0 
Total u.s. 477.9 956.5 100.0 1,695.5 254.0 
NOTE: 1954 actual; 1965 and 1980 estimated. Totals may not add 
due to rounding. 
Source: Federal Power Commission 
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